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ESTABLISHMENT  OF  STATE  RISK  POOLS  TO 
PROVIDE  HEALTH  COVERAGE  FOR  UNIN- 
SURED AMERICANS 


THURSDAY,  MAY  25,  1989 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice  at  9:35  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Fortney  Pete  Stark 
(chairman  of  the  subcommittee)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #14 

MONDAY,   MAY  8,    1989  SUBCOMMITTEE  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.   HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,    D.C.  20515 
TELEPHONE   (202)  225-7785 


THE  HONORABLE  FORTNEY  PETE  STARK   (D. ,   CALIF),  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 
ACCOUNCES  A  HEARING  ON  THE  ESTABLISHMENT  OF 
STATE  RISK  POOLS  TO  PROVIDE  HEALTH  COVERAGE  FOR 
UNINSURED  AMERICANS 


The  Honorable  Fortney  Pete  Stark  (D. ,  Calif.),  Chairman, 
Subcoininittee  on  Health,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  announced  today  that  the  Subcommittee  will  hold  a 
hearing  on  the  establishment  of  State  risk  pools  to  provide  health 
coverage  for  uninsured  Americans.     The  hearing  will  focus  on 
Federal  incentives  for  States  to  establish  health  insurance  risk 
pools.     The  hearing  will  be  held  on  Thursday,  May  25,  1989, 
beginning  at  9:30  a.m.,  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 

In  announcing  the  hearing  Chairman  Stark  said:     "It  is  a 
national  disgrace  that  over  35-million  Americans  are  without  some 
form  of  health  insurance.     We  must  do  something  to  help  those  who 
are  unable  to  purchase  vitally  needed  health  insurance  coverage." 

Oral  testimony  will  be  heard  from  invited  witnesses  only. 
However,  any  individual  or  organization  may  submit  a  written 
statement  for  consideration  by  the  Subcommittee  and  for  inclusion 
in  the  printed  record  of  the  hearing. 

BACKGROUND 

At  present,  an  estimated  35-million  Americans  are  without 
health  insurance. 

In  an  effort  to  provide  a  source  of  health  insurance  to  the 
uninsured  population,  15  States  have  created  risk  pools. 
Generally,:  the  risk  pools  provide  comprehensive  coverage  to  persons 
otherwise  unable  to  purchase  insurance  for  themselves. 

States  with  risk  pools  include  Connecticut,  Illinois, 
Minnesota,  Wisconsin,  North  Dakota,  Indiana,  Florida,  Montana, 
Tennessee,  Nebraska,  Iowa,  New  Mexico,  Washington,  Oregon  and 
Maine.     These  pools  have  approximately  25,000  individuals  enrolled. 

DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS; 

For  those  who  wish  to  file  a  written  statement  for  the  printed 
record  of  the  hearing,  six  (6)  copies  are  required  and  must  be 
submitted  by  the  close  of  business  on  Friday,  June  9,  1989,  to 
Robert  J.  Leonard,  Chief  Counsel,  Committee  on  Ways  and  Means,  U.S. 
House  of  Representatives,  1102  Longworth  House  Office  Building, 
Washington,  D.C.  20515.     An  additional  supply  of  statements  may  be 
furnished  for  distribution  to  the  press  and  public  if  supplied  to 
the  Subcommittee  office,  1114  Longworth  House  Office  Building, 
before  the  hearing  begins. 
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SFF   FORMATTING  RFnrTTBFMENTS  BELOW: 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1.  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  In  single  space  on  legal-size  paper  and  may  not 
exceed  a  total  of  lO  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  f'les  for  review  and  use  by  the  Committee. 

3  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  ma>  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

"f^e  above  restnaions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  m  other  forms. 
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Chairman  Stark.  Good  morning. 

The  Subcommittee  on  Health,  Committee  on  Ways  and  Means, 
continues  its  hearings  on  proposals  to  make  health  insurance  avail- 
able to  some  35  million  uninsured  Americans. 

Our  hearings  this  morning  focus  on  the  experience  of  State  risk 
pools,  which  15  States  have  established.  An  estimated  25,000  to 
30,000  persons  are  currently  enrolled  in  risk  pools  throughout  the 
Nation  and  they  are  provided  health  insurance  coverage  which  oth- 
erwise would  be  unavailable  to  these  medically  uninsurable  folk. 

This  is  not  the  first  time  this  committee  has  directed  its  atten- 
tion to  State  risk  pools.  A  few  years  ago,  we  held  hearings  and  pro- 
posed new  incentives  to  encourage  States  to  establish  them. 

In  fact,  in  both  1986  and  1987,  the  committee's  proposal  was 
adopted  by  the  House.  The  1987  committee  proposal  allowed  States 
to  cover  the  costs  of  risk  pool  losses  through  employer  contribu- 
tions, including  those  employers  that  self-insure. 

Most  State  risk  pools  offer  health  insurance  to  high  risk  individ- 
uals, who  are  unable  to  obtain  health  insurance  coverage  through 
public  or  private  sources. 

Typically,  risk  pool  coverage  is  available  to  high  risk  individuals 
who  have  been  turned  down  by  insurers  for  coverage,  or  have  been 
offered  coverage  at  prohibitively  expensive  rates  because  they  have 
a  certain  condition  or  handicap,  or  because  they  are  in  a  high  risk 
occupation. 

An  estimated  1  to  2  million  persons  are  believed  to  be  in  this 
high  risk  category. 

There  are,  I  believe,  two  major  advantages  to  the  risk  pool  ap- 
proach. First  and  foremost.  State  risk  pools  provide  the  uninsur- 
able with  an  opportunity  to  acquire  health  coverage. 

A  second  advantage  is  that  risk  pools  have  the  potential  to 
reduce  the  level  of  uncompensated  care,  principally  because  risk 
pools  insure  those  who  are  heavy  users  of  medical  services. 

A  number  of  States  have  considered  proposals  to  set  up  risk 
pools  for  the  uninsured.  However,  as  with  most  proposals  to  extend 
coverage,  the  major  obstacle  to  the  establishment  of  risk  pools  has 
been  the  question  of  who  will  finance  the  cost. 

Under  current  law,  ERISA  provisions  prevent  States  from  impos- 
ing a  tax  on  self-insured  plans.  Consequently,  proposals  to  cover 
risk  pool  losses  through  contributions  of  insurers  have  created  an 
impression  of  unfairness  that  losses  will  be  covered  by  some,  but 
not  all  insuring  entities  in  the  State. 

The  approach  adopted  by  this  committee  and  the  House  in  1987, 
leveled  that  playing  field.  States  that  would  want  to  set  up  risk 
pools  could  cover  their  losses  through  a  broad  based  financing 
mechanism,  including  most  employers  and  including  in  that  group 
employers  who  have  self-insured  plans. 

Basic  health  insurance,  in  the  opinion  of  the  Chair,  is  the  right 
of  every  American.  Unfortunately,  we  fail  to  uphold  this  right.  In 
fact,  we  are  slipping,  further  from  this  goal. 

The  goal  of  comprehensive  health  benefits  for  all  has  eluded  us 
since  the  Congress  first  took  up  this  question  in  1918. 

To  move  us  closer  to  the  goal  of  universal  health  coverage,  I  have 
in  the  past  introduced  legislation  requiring  employers  to  provide 
health  insurance  to  all  employees. 
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While  the  risk  pool  approach  is  by  no  means  the  comprehensive 
solution  to  universal  health  insurance,  it  does  provide  the  unin- 
sured, at  least  those  who  can  afford  the  premiums,  an  opportunity 
to  buy  coverage  they  so  clearly  need. 

I  would  like  to  add  that  in  the  opinion  of  the  Chair,  the  unin- 
sured, and  particularly  the  working  uninsured  in  this  country,  per- 
haps pose  a  greater  challenge  than  even  long-term  care,  which  has 
become  such  a  popular  issue. 

The  unfairness  of  those  employers  whose  plan  is  more  generous, 
thereby  prompting  spouses  of  those  employed  by  the  generous  em- 
ployer to  opt  out,  cost  the  more  well  intentioned  employers  extra 
premiums. 

The  uninsured  working  cost  employers  more.  They  raise  the  cost 
to  all  of  hospital  and  physician  services  for  uncompensated  care. 

We  are  asking  this  of  27  million  working  unemployed,  many  of 
whom  are  paying  taxes  to  provide  Medicare  benefits  for  the  elderly 
while  they  have  no  insurance  at  all. 

There  are  tremendous  inequities  in  this  system,  and  I  think  one 
of  the  greatest  accomplishments  that  this  committee  might  ever 
presume  to  try  and  obtain  through  legislation  would  be  solving  this 
problem,  and  I  think  that  risk  pools  might  be  a  small  step  in  that 
direction. 

Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

As  you  have  already  indicated,  Mr.  Chairman,  we  have  included 
provisions  along  these  lines  a  number  of  times  in  the  past.  What 
has  happened,  of  course,  is  the  other  body  has  not  seen  fit  to  sup- 
port them. 

Regrettably,  it  always  seems  to  come  up  at  the  end  of  a,  confer- 
ence and  there  has  not  been  time  to  explore  in  depth  what  their 
concerns  are. 

I  truly  hope  that  any  of  the  witnesses  that  have  knowledge  of 
what  the  problems  are  with  these  provisions  will  tell  us  because 
perhaps  there  are  ways  the  provisions  could  be  modified  and  made 
more  acceptable  without  undermining  the  good  features  of  the  pro- 
posal. 

The  other  thing,  Mr.  Chairman,  that  intrigues  me  is  that  risk 
pools  are  spreading.  There  are  more  of  them  being  created. 

Even  though  we  have  argued,  and  I  think  with  good  reason,  that 
the  ERISA  laws  inadvertently  and  in  an  unintended  way  make  it 
harder  to  start  these  risk  pools. 

I  am  not  sure  whether  to  conclude  from  that  that  we  do  not  have 
to  change  ERISA  because  risk  pools  are  spreading  an3rway  or  that 
they  would  spread  more  quickly  if  we  could  reach  our  goal. 

But  I  think  we  have  to  recognize  that  change  is  slow.  It  certainly 
is  clear  that  more  and  more  States  are  adopting  this  approach,  and 
I  hope  we  can  understand  a  little  bit  more  about  what  the  dynam- 
ics are  at  the  Federal  level  as  well  at  the  State  level. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Pickle. 

Mr.  Pickle.  Mr.  Chairman,  I  ask  is  there  any  legislation  pending 
on  this  subject? 
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Chairman  Stark.  I  am  not  sure  whether  my  bill  has  been  re- 
introduced, but  it  certainly  is  available  to  be  dusted  off  on  a  mo- 
ment's notice. 

If  the  gentleman  were  looking  for  a  bill  to  co-sponsor,  I  could 
have  it  here  before  the  hearing  is  over.  [Laughter.] 

Mr.  Pickle.  No,  I  just  want  the  shape  of  the  animal. 

Chairman  Stark.  The  shape  of  the  animal  would  be  and  is,  as  I 
say,  literally  what  has  been  introduced  as  a  separate  bill  the  same 
bill  that  I  think  we  passed  twice  before  out  of  this  subcommittee 
and  the  full  committee  and  through  the  House. 

Mr.  Pickle.  It  is  a  serious  problem  and  I  had  thought  that  the 
Congress  generally  had  agreed  that  we  would  handle  this  by  letting 
the  States  set  up  their  own  policies  or  their  own  risk  pools. 

This  hearing  is  not  a  surprise,  but  I  am  wondering  if  the  chair- 
man intends  to  have  other  hearings  so  that  those  States  who  have 
reservations  and  have  questions  about  the  operation  of  such  a 
system  would  have  a  chance  to  present  testimony. 

Do  you  intend  to  have  further  hearings  on  this  issue? 

Chairman  Stark.  Well,  I  actually  had  not  planned  to  have  fur- 
ther hearings.  I  am  not  sure  whether  

Mr.  Pickle.  Do  you  plan  to  introduce  legislation  on  it? 

Chairman  Stark.  I  plan  to  put  it  before  the  subcommittee  and 
let  the  committee  work  its  will  as  part  of  reconciliation. 

Mr.  Pickle.  Are  you  going  to  put  a  specific  plan  before  us? 

Chairman  Stark.  Yes,  a  specific  plan. 

Mr.  Pickle.  Well,  I  will  review  it  with  reservations  then. 

Chairman  Stark.  OK. 

Our  first  witness  this  morning  is  Mr.  Aaron  Trippler.  Mr. 
Trippler  is  vice  president  of  membership  services  for  Communicating 
for  Agriculture,  a  nonprofit  rural  association  based  in  Fergus  Falls, 
MN. 

Mr.  Trippler  is  a  national  expert  on  issues  related  to  State  risk 
pools  for  the  uninsured.  He  has  testified  before  this  committee  on 
this  topic  a  few  years  ago. 

I  am  sure  he  can  enlighten  us  as  to  the  problems  that  Texas 
faces  with  risk  pools  and  what  we  face  politically. 

We  are  pleased  to  welcome  Mr.  Trippler  to  the  committee  today. 

We  have  your  prepared  testimony  and  if  you  would  like  to  ad- 
dress the  topics  that  both  Mr.  Pickle  and  Mr.  Gradison  have  raised 
this  morning,  in  addition  to  expanding  on  your  testimony,  the  com- 
mittee would  appreciate  it. 

Please  proceed. 

STATEMENT  OF  AARON  K.  TRIPPLER,  VICE  PRESIDENT,  MEM- 
BERSHIP SERVICES,  COMMUNICATING  FOR  AGRICULTURE, 
BLOOMINGTON,  MN 

Mr.  Trippler.  Thank  you,  Mr.  Stark.  I  will  summarize  my  testi- 
mony into  an  oral  portion.  The  remaining  testimony  is  for  the 
record. 

Mr.  Stark,  members  of  the  committee,  my  name  is  Aaron 
Trippler  and  I  am  vice  president  of  membership  services  for  Commu- 
nicating for  Agriculture. 
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I  appreciate  the  opportunity  to  appear  here  today  and  your  ef- 
forts in  the  past  and  hopefully  in  the  future  on  the  ongoing  con- 
cern for  health  care  in  the  United  States. 

CA's  involvement  in  the  issue  of  risk  pools  began  back  in  1975, 
when  we  assisted  other  groups  in  the  State  of  Minnesota  to  help 
pass  one  of  the  first  pools  in  the  Nation. 

Since  that  time,  we  have  assisted  nearly  40  States,  hundreds  of 
legislators,  groups,  and  other  organizations  in  helping  them  look  at 
this  issue  on  a  statewide  level. 

Since  passage  of  the  Minnesota  and  Connecticut  pools  back  in 
the  mid-1970's,  we  have  seen  a  slow  but  steady  increase  in  the 
number  of  pools. 

As  you  mentioned,  Mr.  Stark,  there  were  15  pools  that  had 
passed  as  of  January  1989.  Of  those,  all  are  in  operation  except 
two,  with  one  awaiting  funding  and  one  just  receiving  start  up  ap- 
plications. 

The  effort  is  continuing.  Since  the  beginning  of  1989,  two  addi- 
tional States  have  passed  a  pool.  Georgia  has  recently  passed  it  and 
is  awaiting  a  funding  mechanism,  and  South  Carolina  passed  the 
issue  last  week. 

So  it  is  an  increasing  effort  on  the  statewide  level. 

Very  quickly,  I  believe  the  areas  you  want  to  consider  today  are 
why  are  pools  a  good  idea?  Why  haven't  more  States  passed  them? 
And  what  can  you  on  the  Federal  level  do  to  assist  those  States? 

As  you  know,  risk  pools  were  not  created  to  solve  the  entire 
problem  of  health  care  in  this  country.  While  there  are  about 
30,000  people  using  risk  pools,  it  is  my  estimate  that  if  all  States 
put  a  pool  into  operation,  we  would  never  have  more  than  a  mil- 
lion or  2  million  people  using  such  pools. 

Take  a  look  at  Minnesota  with  14,000  individuals  participating. 
That  does  not  mean  that  since  1976  only  14,000  have  used  it.  I 
would  estimate  probably  40,000  to  50,000  people  have  benefited  by 
a  pool  in  the  State  of  Minnesota. 

When  you  talk  about  the  benefits,  they  are  numerous.  Keeping 
uncompensated  care  costs  down  is  one  thing,  but  there  are  so  many 
more  economic  benefits. 

Look  at  the  individual  who  has  an  opportunity  to  move  into  a 
higher  pajdng  job  because  of  the  access  to  health  care;  which  in 
turn,  increases  revenue  to  the  State.  The  whole  idea  of  keeping  a 
person  off  of  bankruptcy  is  another  major  point. 

And  employment  in  general,  a  small  employer  may  not  hire  an 
individual  with  a  high  risk  health  condition,  but  if  he  knows  he 
has  the  opportunity  to  possibly  put  that  person  in  a  pool,  that 
person  may  be  hired. 

While  research  has  never  been  done  on  that  specific  issue,  I  do 
not  think  anybody  can  disprove  it.  I  really  believe  research  would 
show  that  just  possibly  a  risk  pool  could  be  revenue  neutral  to  a 
State. 

And  even  if  it  is  not,  the  State  of  Minnesota  lost  approximately 
$14  million  last  year.  This  is  $3.50  per  citizen,  a  good  buy  by  any 
standard,  especially  for  my  tax  dollars  living  in  the  State  of  Minne- 
sota. 

So  there  are  many,  many  economic  benefits.  There  is  no  doubt 
when  you  take  a  look  at  why  more  States  have  not  passed  a  pool, 
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one  obstacle  keeps  coming  up.  How  do  we  pay  for  it?  Are  we  writ- 
ing a  blank  check? 

I  do  not  know  if  there  is  a  possible  solution  to  that  problem  or 
not.  Yes,  we  are  increasing  the  numbers  of  States,  and  I  must  say  I 
believe  a  part  of  the  reason  is  because  of  what  has  taken  place  on 
the  Federal  level. 

A  couple  of  years  ago  when  there  was  the  threat  of  legislation 
from  this  committee  and  from  Congress  to  mandate  State  pools, 
more  States  took  a  look  at  setting  up  their  own  pool  and  their  own 
guidelines. 

I  am  not  saying  this  is  the  correct  process  to  work  from,  but  it 
has  occurred.  And  whether  this  is  in  the  back  of  the  mind  or  not,  I 
am  not  able  to  say. 

But  when  you  stop  and  consider  the  cost  factor,  I  believe  you 
have  to  consider  a  lot  of  things  you  could  do  on  the  Federal  level. 
Yes,  the  ERISA  problem  is  one  thing,  but  maybe  we  need  to  take  a 
look  at  other  options. 

I  know  there  are  not  Federal  dollars  available,  but  possibly  assist 
the  States  in  subsidizing  their  premiums  or  deductibles  to  increase 
the  percentage  of  people  using  a  pool,  such  as  Wisconsin  is  doing 
and  Maine  will  also  be  doing. 

Maybe  there  is  a  way  to  take  States  where  they  are  assessing  in- 
surance companies  for  losses  and  provide  those  companies  a  partial 
tax  credit  on  the  Federal  level  if  they  voluntarily  jump  in  and  say, 
"We  are  willing  to  pay  our  fair  share  on  the  State  level." 

There  are  other  areas  you  must  take  a  look  at.  I  think  the 
number  1  reason  risk  pools  are  costing  a  lot  of  money  and  why 
more  people  are  not  using  them  is  the  whole  idea  of  our  health 
care  structure  in  this  country. 

We  need  to  address  other  problems  in  addition  to  risk  pools  such 
as  the  whole  idea  of  conversion  plans;  when  people  convert  a  plan 
after  leaving  a  job  and  the  premiums  soar  200  percent,  they 
become  uninsured  very,  very  quickly. 

You  must  take  a  look  at  the  whole  aspect  of  health  care  because 
premiums  for  pools  rise  according  to  the  cost  of  health  care  and 
what  private  insurers  are  paying. 

I  have  never  attempted  to  oppose  insurance  companies  in  not 
participating  in  a  risk  pool  because  they  are  in  the  business  to 
make  money.  I  would  not  degrade  any  insurance  company  for 
saying,  *'We  cannot  continue  to  insure  a  person  costing  us  hun- 
dreds of  thousands  dollars  per  year."  There  must  be  another 
option. 

When  you  take  a  look  at  why  people  are  not  using  pools,  statis- 
tics are  alway  cited.  I  have  hundreds  and  hundreds  of  pages  of  sta- 
tistics but  am  not  sure  this  is  what  we  need  to  look  at  anymore. 

But  stop  and  consider  why  an  individual  may  not  buy  coverage 
under  a  pool.  When  you  and  I  have  private  health  insurance  cover- 
age, and  we  pay  $100  a  month  and  receive  notice  that  our  increase 
in  premium  is  going  to  be  10  percent,  we  somehow  come  up  with 
another  $10. 

But  a  person  on  a  pool  or  a  person  who  is  uninsured  sees  the  pre- 
mium at  $150.  They  must  come  up  with  the  entire  $150.  They  say 
to  themselves,  "I  have  gone  20  years  without  coverage,  I  might  just 
as  well  keep  on  going  without  coverage." 
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So  cost  is  definitely  a  factor  and  is  why  subsidies  like  Wisconsin's 
and  what  Maine  is  going  to  do  are  options.  I  would  also  like  to  see 
pools  expanded  to  help  additional  individuals. 

The  membership  from  Communicating  for  Agriculture  is  facing 
this  problem  everyday.  Ninety-nine  percent  of  our  members  are 
self-employed;  small  businessmen,  farmers,  ranchers,  people  who 
have  stood  on  their  own  and  do  not  have  access  to  an  employer/ 
employee  paid  health  plan.  They  must  locate  coverage  on  their 
own. 

And,  as  you  know,  farming  is  the  second  most  dangerous  occupa- 
tion in  the  United  States  behind  mining.  We  are  very,  very  con- 
cerned and  this  is  why  we  have  become  involved  in  this  issue. 

I  do  not  have  answers  to  the  entire  problem,  but  I  do  think  more 
States  are  going  to  take  a  look  at  risk  pools. 

They  are  waiting  for  some  assistance  from  the  Federal  Govern- 
ment and  a  lot  of  them  have  not  passed  a  pool  because  of  this. 
Maybe  this  is  the  wrong  approach,  but  they  are  saying,  ''Let  us  see 
what  happens  on  the  Federal  level." 

The  cost  factor  is  scary,  but  without  anything  it  would  be  scarier. 
Right  now  over  75  million  people  in  this  country  have  access  to  a 
health  pool,  by  living  in  a  State  where  a  health  pool  is  in  place. 
That  does  not  mean  they  are  going  to  use  it.  And  we  cannot  force 
them  to  use  it. 

But  we  must  take  a  look  at  risk  pools  as  one  option.  They  are  the 
one  thing  that  has  a  track  record.  Several  years  ago  when  HHS 
came  out  with  their  12  point  program,  risk  pools  were  one  option. 

We  must  continue  to  work  on  the  State  level;  but  the  States  are 
looking  for  help  from  the  Federal  Government. 

We  have  to  do  something  because  there  are  millions  of  people 
who  are  looking  for  access  and  have  been  denied  it.  All  they  are 
asking  for  is  the  opportunity  to  buy  insurance. 

Please  keep  in  mind  as  I  close  this  portion  of  my  testimony  that 
we  cannot  look  at  risk  pools  as  the  solution.  Risk  pools  are  rather 
like  taking  an  aspirin  for  a  headache.  You  take  the  aspirin  to  solve 
the  immediate  problem,  but  you  have  not  looked  at  the  cause;  the 
same  applies  to  risk  pools.  Do  not  try  to  make  them  a  cure  all. 
They  are  only  a  small  step  for  a  small  segment  of  the  population 
that  will  use  it. 

We  have  always  believed  at  CA  that  Government  was  created  to 
do  that  for  the  citizens  which  they  cannot  do  for  themselves.  I  be- 
lieve risk  pools  are  one  of  the  first  steps  in  proving  that  concept. 

This  is  what  risk  pools  are  all  about,  and  please,  do  not  try  to 
make  them  the  cure  all  for  all  of  the  health  care  problems  in  our 
country.  We  would  like  to  see  them  expanded.  We  would  like  to  see 
hundreds  of  thousands  of  people  using  risk  pools. 

I  am  not  sure  it  will  occur  because  it  is  a  very  transient  group. 
They  are  in  and  out  very  quickly.  People  become  65  and  enter  Med- 
icare. People  locate  employer  paid  health  care.  Pools  are  going  to 
grow  slowly  in  some  States,  quicker  in  others. 

In  closing  I  would  like  to  ask  that  you  take  a  look  at  all  options 
available,  we  have  never  been  one  to  support  a  lot  of  task  forces, 
but  maybe,  just  m.aybe  this  is  one  time  where  we  should  say,  let  us 
throw  out  all  of  the  groups  that  have  been  publishing  statistics  and 
sit  down  with  independent  organizations  and  private  health  care 
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providers  and  see  if  we  can  come  up  with  some  long  term  solutions 
and  try  to  find  out  exactly  who  the  people  are  using  these  pools. 

Wisconsin  has  done  surveys,  but  it  would  be  nice  to  see  a  survey 
on  every  person  using  a  pool  in  this  country.  Why  did  you  choose 
to  use  it?  Are  you  employed?  What  is  your  income?  Why  did  you 
drop  coverage?  And  find  out  from  those  people  who  are  not  in- 
sured, why  not?  Is  it  strictly  cost  or  is  it  choice? 

These  are  the  kinds  of  questions  we  raise  at  CA  and  think  you 
need  to  address  along  with  the  entire  concept  of  health  care  costs 
in  this  country. 

I  thank  you  for  this  opportunity,  and  would  be  glad  to  answer 
any  questions  you  might  have  at  this  time. 
[The  statement  of  Mr.  Trippler  follows:] 
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TESTIMONY  OF  .-^^RON  K  TRIPPLER 
\TCE  PRESIDENT.  MEMBERSHIP  SERMCES 
COMMUNICATING  FOR  AGRICLXTLTIE 

CONGRESS^L\\'  ST.\RK  AXD  MEMBERS  OF  THE  COMMITTEE: 

^^y  name  is  Aaron  Trippler  and  I  am  Vice  President  of  Membership 
Services  for  Communicating  for  Agriculture  (CA).  I  appreciate  the 
opportunity^  to  appear  before  this  committee  and  provide  testimony  on 
the  history  and  experience  of  state  comprehensive  health  insurance 
organizations,  commonly  known  as  "risk  pools",  for  individuals  who  have 
been  denied  access  to  adequate  health  insurance  coverage  due  to  a 
pre-existing  health  condition. 

Before  I  begin,  I  would  like  to  take  this  opportunity".  Congressman 
Stark,  to  thank  you  for  your  leadership  on  behalf  of  the  millions  of 
Americans,  both  in  urban  and  rural  America,  previously  denied  the 
opportunity  to  locate  adequate  health  insurance  protection.  Your 
leadership  and  on-going  effort  in  the  past  is  a  critical  one  if  we  are  to 
begin  solving  some  of  this  nation's  health  care  problems.  We  applaud 
your  efforts.    Thank  you  for  caring. 

Communicating  for  Agriculture,  with  national  headquarters  in 
Minnesota,  is  a  national,  nonprofit,  nonpartisan  organization  dedicated  to 
preserving  the  rural  way  of  life  in  America.  Our  goal  is  to  see  that 
indiWduals  Living  and  working  in  rural  America  have  access  to  the  same 
kinds  of  benefits,  protection  and  representation  our  city  cousins  enjoy. 
This  includes  the  opponunity  to  be  adequately  covered  by  health 
insurance. 

The  membership  of  CA  is  composed  of  farm  and  ranch  families  and 
small  agribusinesses  in  over  40  states.  We  have  always  considered 
ourselves  in  addition  to,  not  in  place  of,  any  other  rural  organization  and 
work  to  accomplish  our  goals  in  a  positive  way. 

One  of  the  first  questions  always  asked  of  us  and  directed  to  us  by 
you  back  in  1986  when  we  first  testified  on  this  issue  before  your 
Conunittee  is:  ""Wliy  is  a  rural  organization  like  Communicating  for 
Agriculture  so  involved  in  high  risk  health  insurance  pools?" 

The  reason  for  this  involvement  is  very  simple.  A  majority  of  our 
members  are  independent,  self-employed  business  people  ~  farmers, 
ranchers,  main  street  merchants  and  people  who  work  for  small  rural 
businesses.  As  such,  they  usually  do  not  qualify  for  group  insurance 
coverage  t\-pically  available  to  large  employer/employee  groups.  In  those 
larger  groups,  health  screening  questions  and  physicals  are  usually 
waived.  In  other  words,  applicants  are  usually  accepted  into  the  group 
regardless  of  any  pre-existing  health  condition. 

This  is  not  to  say  our  members,  and  others  in  rural  America,  do  not 
have  access  to  group  health  plans.  Many  associations,  including  CA, 
pro\'ide  access  to  a  group  health  plan  to  their  membership.  However,  the 
companies  offering  these  association  plans  usually  require  health 
questionnaires  and  physicals  to  be  completed.  If  an  applicant  has  a 
pre-existing  health  condition,  that  condition  may  be  ridered,  rated,  or  that 
person  may  be  rejected  for  insurance  coverage. 

CA's  group  health  plan  available  to  our  members  is  no  different.  We 
face  this  problem  every  single  day.  However,  the  CA  program,  known  as 
the  Cash  Deductible  Concept,  was  designed  by  CA  and  has  been  very 
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successful  in  allowing  our  members  to  control  their  health  costs.  We  are 
continually  updating  our  program  to  include  the  latest  cost  containment 
features   available  anywhere. 

The  membership  of  CA  recognized  this  deep  concern  for  health  care 
and  one  of  the  first  membership  resolutions  adopted  in  1977  states 
"Health  care  and  health  insurance  are  best  administered  and  maintained 
by  the  private  sector,  with  a  minimum  of  government  interference  and 
with  legislation  enacted  only  to  ensure  that  all  Americans  are  guaranteed 
a  minimum  standard  of  health  insurance  at  a  reasonable  cost,  regardless 
of  health  or  age;  and  that  health  care  charges  should  be  subject  to  rate 
review  commissions  to  be  administered  by  the  states". 

CA's  involvement  in  the  specific  issue  of  "risk  pools"  dates  back  to 
1975  when  we  began  working  with  other  groups  in  the  state  of  Minnesota 
to  implement  one  of  the  first  risk  pools  in  the  nation. 

Since  then,  we  have  assisted  nearly  40  states,  hundreds  of  legislators, 
public  officials  and  other  organizations  to  help  establish  similar  health 
pools  in  their  states.  Through  these  efforts,  I  feel  confident  in  stating 
Communicating  for  Agriculture  is  recognized  as  the  informational 
clearinghouse  on  this  issue.  We  publish  and  update  a  detailed  resource 
book  with  annual  operating  statistics,  model  bills,  premiums  and  other 
legislative  information,  not  only  on  existing  programs,  but  those 
considered  and  not  passed. 

How  successful  have  these  efforts  been?  Since  passage  of  the 
Minnesota  and  Connecticut  pools  in  the  mid  70s,  we  have  seen  a  slow,  but 
steady,  increase  in  risk  pools  as  one  small  step  in  helping  citizens  achieve 
access  to  affordable  and  adequate  health  insurance  coverage. 

Wisconsin  and  North  Dakota  implemented  the  plan  in  1981.  Indiana 
in  1982.  Florida  in  1983.  Montana  in  1985.  Nebraska,  Illinois,  Iowa  and 
Tennessee  in  1986.  New  Mexico,  Oregon,  Washington  and  Maine  in  1987. 
Fifteen  states  which  chose  to  move  forward. 

All  of  these  pools  are  operational  today,  with  the  exception  of  Oregon, 
awaiting  funding;  and  Illinois,  just  starting  to  accept  applications. 

The  effort  continues  in  1989.  Two  states,  Georgia  and  South  Carolina, 
have  recently  passed  the  legislation.  Georgia  must  still  await  a  funding 
mechanism  and  South  Carolina  awaits  the  Governor's  signature. 

This,  then,  is  the  background  of  CA  and  our  involvement  in  the  issue 
of  risk  pools.  But  allow  me  to  get  to  the  heart  of  the  matter.  The 
questions  we  wish  to  raise  today  concerning  risk  pools  are  the  following: 
1)  Why  are  risk  pools  a  good  idea?;  2)  Why  haven't  more 
states  passed  and  implemented  risk  pool  legislation?;  and  3) 
What  can  the  federal  government  do  to  assist  in  this  area? 

Why  are  risk  pools  a  good  idea?  First  let's  consider  the  fact  that 
nearly  30,000  Americans  are  currently  enrolled  in  state  risk  pools.  While 
I  could  spend  several  hours  detailing  these  state  plans  and  how  they 
operate,  the  real  concern  is  why  do  we  need  them? 

There  should  be  no  need  to  debate  facts  and  figures  on  the  number  of 
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uninsured  Americans.  One  can  estimate  it  at  30  million,  35  million  or 
even  40  million.  The  same  holds  true  for  statistics  on  other  aspects  of 
health  care.  Should  it  make  a  difference  whether  an  uninsured  American 
is  rich  or  poor,  healthy  or  sick,  working  or  unemployed,  rural  or  urban, 
male  or  female,  young  or  old?  NO!  We  have  a  major  problem  in  this 
country  and  it  is  time  we  quit  talking  about  it  and  come  up  with  a  viable 
program. 

Herein,  is  where  risk  pools  play  a  role.  They  are  one  of  the  only 
approaches  taken  by  the  states  to  address  the  problem,  the  only  solution 
with  a  track  record.  Because  of  this,  many  think  we  should  turn  risk  pools 
into  a  catch-all  to  solve  all  of  our  concerns  with  one  piece  of  legislation. 
This  couldn't  be  further  from  the  truth. 

Risk  pools  were  created  to  solve  the  problem  of  access  to  health 
insurance  for  individuals  with  pre-existing  health  conditions  who  have 
the  income  or  resources  to  pay  the  premiums.  That's  it.  It  may  sound 
small  in  scope  and  it  is.  In  our  opinion,  risk  pools  would  only  solve  the 
access  problem  for  approximately  one  to  two  million  Americans  if  all 
states  had  operational  plans. 

The  existence  of  a  high-risk  health  insurance  pools  provides  a 
valuable  option  for  insurance  carriers,  as  well  as  employers,  which 
improves  their  ability  to  offer  both  group  and  individual  coverage  to 
employees  and  those  who  are  self-employed. 

And  to  some  extent  it's  working.  Ask  any  one  of  the  nearly  30,000 
individuals  currently  enrolled  in  a  state  risk  pool  and  I'm  sure  they  will 
say  they  are  thankful  for  the  opportunity.  When  one  considers 
accessibility,  we  are  looking  at  nearly  75  million  Americans  who  live  in 
states  where  they  have  the  right  to  purchase  health  insurance  protection 
through  a  risk  pool. 

There  are  also  a  number  of  economic  advantages  that  ought  to  be 
weighed  when  a  state  establishes  a  risk  pool: 

•For  one,  CA  has  long  believed  state  health  pools  assist  in  keeping 
insurance  premiums  to  consumers  at  a  more  affordable  level.  Many  pools 
cap  their  premiums  at  150  percent  of  the  average  premiums  charged  to 
healthy  people  in  the  state.  While  that's  expensive,  you  must  remember 
that  right  now  high-risk  people  frequently  can  only  buy  restricted  health 
insurance  policies,  with  riders  or  exclusions,  if  they  can  buy  anything  at 
all.  They  often  are  charged  exorbitant  rates  for  very  poor  insurance.  A 
risk  pool  acts  as  a  ceiling  on  these  rates,  because  once  rates  reach  a 
certain  level,  it  makes  more  sense  for  everyone  to  be  in  the  pool. 
Furthermore,  a  risk  pool  will  give  small  employers  a  tool  to  reduce  the 
risk  of  "adverse  selection"  when  providing  individual  and  small  group 
insurance,  which  in  turn  should  help  to  reduce  premiums. 

•Risk  pools  help  reduce  the  cost  of  uncompensated  medical  costs  to 
health  care  facilities.  Hospitals  now  must  make  up  for  those  costs  by 
raising  charges  for  all  other  people  treated  --  a  practice  known  as 
cost-shifting.  That  shows  up  in  the  premiums  those  of  us  who  now  have 
coverage  are  paying.  Health  insurers  tell  us  that  nearly  one-third  of  the 
latest  rate  increases  were  due  to  cost-shifting. 
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•Furthermore,  individuals  with  coverage  are  less  likely  to  be  forced 
into  bankruptcy  due  to  extraordinary  medical  bills  --  an  increasingly 
common  occurrence.  While  statistics  are  not  currently  available  on  this, 
our  opinion  is  that  such  data  would  be  alarming.  When  this  bankruptcy 
occurs,  the  loss  to  health  care  providers  is  only  one  aspect.  Many 
additional  creditors  are  involved,  who  in  turn  must  pass  along  this  cost  to 
the  consumer. 

•An  additional  economic  benefit  results  from  the  possible  increase  in 
state  and  local  tax  collections  from  a  risk  pool  participant.  Let  me  explain 
—  Many  individuals  are  afraid  to  switch  to  higher-paying  jobs  because  of 
the  possibility  of  losing  their  health  insurance  coverage.  If  a  pool  is 
available,  the  threat  is  less  severe.  An  individual  can  move  into  a  higher 
economic  status,  or  become  self-employed,  without  the  loss  of  health 
protection.  This  higher  income  increases  tax  dollars  on  federal,  state  and 
local  levels. 

•The  subject  of  employment  is  another  advantage  for  state  risk  pools. 
Regardless  of  federal  or  state  laws,  we  are  all  aware  that  small  employers, 
if  given  the  choice,  will  not  hire  someone  who  will  eventually  raise  their 
health  care  costs.  With  the  option  of  the  pool,  a  small  employer  has  the 
opportunity  to  shift  this  individual  to  pool  coverage. 

•A  healthier  lifestyle  also  increases  the  economic  benefit. 
Researchers  all  agree  that  stress  is  an  underlying  concern  when 
maintaining  a  healthy  lifestyle.  And  how  could  stress  be  increased  any 
more  than  knowing  each  and  every  day  that  one  does  not  have  adequate 
health  care  coverage?    Risk  pools  provide  the  feeling  of  security. 

•Finally,  it's  important  to  also  take  into  account  the  revenue  saved 
when  individuals  have  health  insurance.  There  is  less  chance  of 
government  having  to  dip  into  their  funds  to  pay  the  cost  of 
uncompensated  medical  care,  and  there  will  be  fewer  people  who  might 
be  forced  to  go  on  government  assistance  due  to  huge  medical  bills. 

These  are  all  reasons  why  risk  pools  are  a  good  idea.  If  proper 
research  were  done,  we  might  actually  find  the  cost  to  operate  a  risk  pool 
compared  to  the  economic  benefit  would  be  revenue  neutral. 

The  second  question  to  be  addressed  is:  "Why  aren't  more  states 
implementing  risk  pools  for  their  citizens?" 

What  has  taken  place  with  risk  pools  over  the  past  several  years  is 
symptomatic  of  our  nation.  We  are  searching  for  one  cure-all  solution  to 
the  health  care  problems  facing  our  citizens.  While  it  is  true  of  the  old 
saying  "If  it  ain't  broke,  don't  fix  it"  could  apply  to  risk  pools,  the  other 
side  of  the  coin  says  "We  have  a  program  in  place,  let's  expand  it  to  assist 
more  and  more  people." 

But  risk  pools  are  intended  to  assist  only  a  very  small  segment  of  the 
population  --  those  with  high-risk  health  conditions  who  have  the 
resources  to  pay  the  higher  premiums.    A  risk  pool  provides  access. 

Many  times  when  a  pool  is  introduced,  the  bill  begins  to  take  an 
entirely  new  shape  and  form.  Sections  are  added  to  take  care  of  another 
segment  of  the  population,  such  as  the  unemployed  or  the  low-income. 
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which  only  adds  to  the  fear  of  cost  overruns.  If  a  risk  pool  is  considered, 
it  should  provide  assistance  only  for  those  citizens  it  is  intended  to  help. 

Several  existing  state  pools  have  adapted  their  programs  to  assist 
other  segments  of  the  population.  Wisconsin  has  implemented  a  state 
subsidy  for  both  premiums  and  deductibles.  Maine  is  also  considering 
subsidies.  Many  are  attempting  to  find  alternative  funding  sources  to 
expand  their  pool. 

These  efforts  are  to  be  commended  and  many  more  ideas  will  come 
about  through  experience.  Each  state  has  their  own  specific  needs  to 
address. 

Another  reason  for  states  not  passing  the  pool  has  been  the  lack  of  a 
track  record  to  study.  Until  recently,  there  were  only  six  states  with  an 
operational  pool  and  statistics  showing  more  than  a  year  or  two  of 
operations.  With  additional  pools  coming  on-line,  this  track  record  has 
improved  and  is  pushing  more  states  into  serious  consideration  of  a  pool. 

A  third  concern  is:  "Why  aren't  more  people  take  advantage  of  a  risk 
pool?"  When  one  considers  that  14,000  individuals  are  using  the 
Minnesota  pool,  this  does  not  mean  that  only  14,000  people  have  been 
helped.  A  pool  is  a  very  transient  program.  Many  individuals  leave  the 
pool  when  they  find  employer-based  coverage  or  become  65  and  enter 
Medicare,  many  others  simply  can't  afford  to  continue  coverage.  Since 
1976,  I  would  estimate  40,000  to  50,000  people  have  used  the  pool  at  one 
time  or  another  in  Minnesota. 

What  about  the  premiums  charged  for  pools?  Let's  face  it,  pool 
coverage  is  not  cheap.  Premiums  are  approximately  50  percent  higher 
than  premiums  paid  by  a  healthy  person.  When  you  and  I  receive  a  10 
percent  increase  in  our  monthly  insurance  premium  of  $100,  we  somehow 
come  up  with  another  $10  per  month.  An  individual  entering  the  pool  has 
usually  had  no  prior  coverage,  therefore  must  come  up  with  $150  per 
month.  No  small  task  for  anyone.  What  happens  is  many  of  these  people 
weigh  the  cost  vs.  benefit.  They  say  to  themselves  "I  have  gone  this  long 
without  coverage  and  have  survived,  I  think  I'll  wait  a  little  longer." 
Sometimes  they  wait  too  long  and  their  condition  becomes  more  serious, 
therefore  more  costly.    It  is  a  difficult  decision. 

The  final  question  I  would  like  to  address  is:  "What  can  the  federal 
government  do  about  this  program?  I'm  not  sure  we  have  the  answer, 
nor  does  anyone  else. 

There  are  hundreds  of  proposals  in  Washington  and  state  capitals  to 
address  the  health  care  problem.  Nearly  all  of  them  are  concepts  to  be 
seriously  considered.  However,  it  always  comes  back  to  the  question  of 
"How  do  we  pay  for  this  proposal?"  (If  the  solution  were  simple,  we 
wouldn't  have  a  problem.) 

So  let's  work  from  the  standpoint  that  the  dollars  are  not  there  at  this 
time  to  solve  the  entire  problem.  What  we  must  do  then  is  make  the 
system  operate  more  efficiently  and  more  equitable. 

First,  when  working  with  risk  pools,  you  must  solve  the  ERISA 
problem  states  are  having.    As  you  know,  states  are  not  allowed  to  assess 
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self-insurance  groups  for  risk  pools  because  of  ERISA.  This  is  an  unfair 
burden  on  insurers  who  are  asked  to  participate  in  funding  a  state  pool  by 
themselves.  Allow  the  states  to  include  self-insurance  groups  in  the 
assessment  if  they  so  choose. 

Second,  do  not  mandate  how  any  state  must  pay  for  their  risk  pool, 
such  as  a  tax  on  employers.    Leave  this  option  to  the  states. 

Third,  consider  using  any  available  federal  dollars  in  a  cost-sharing 
approach  with  the  states.  States  implementing  a  pool  could  be  provided 
with  some  assistance  in  subsidizing  pool  losses  or  premiums,  or  expanding 
their  pool  to  assist  more  individuals. 

Fourth,  determine  whether  the  federal  government  could  grant  some 
sort  of  federal  tax  credit  on  insurance  companies  or  employers  who  are 
assessed  the  losses  of  a  state  pool. 

And  fifth,  while  not  an  organization  in  favor  of  appointing  task  forces 
or  study  commissions  to  address  problems,  this  may  be  the  time  to  do  so. 
Perhaps  an  independent  task  force  to  study  all  the  options  available. 
Surveys  need  to  be  conducted  to  find  precise  figures  on  the  number  of 
uninsureds  who  would  use  a  pool,  who  they  are,  etc. 

The  resources  must  be  provided  for  such  a  study,  conducted  by 
outside  organizations  interested  in  learning  the  answers,  not  simply 
publishing  statistics  that  raise  more  questions.  This  study  could  also  look 
into  the  possibility  of  a  private  approach  to  health  care.  We  have  been 
very  impressed  by  the  recommendations  of  the  National  Leadership 
Commission  on  Health  Care. 

But  the  number  one  reason  why  more  states  have  not  implemented 
risk  pools  involves  the  cost  to  operate  the  plan.  All  pools  in  operation  at 
this  time  are  experiencing  a  loss,  paying  out  more  in  claims  than  they 
receive  in  premiums. 

When  a  state  legislative  body  debates  the  pros  and  cons  of  risk  pools, 
they  become  very  scared  of  the  fact  that  by  adopting  such  a  program, 
they  could  be  writing  a  blank  check  to  support  a  plan  which  will  assist  a 
small  group  of  individuals. 

In  1988,  the  state  of  Minnesota  experienced  a  loss  in  operation  of 
their  pool  in  the  neighborhood  of  14  million  dollars  to  serve  14,000 
current  participants.  While  this  only  works  out  to  $3.50  per  citizen,  a 
good  buy  by  any  standards,  many  states  are  justifiably  concerned  about 
future  costs. 

Not  only  are  these  states  concerned  about  the  total  cost,  but  where  do 
they  locate  the  dollars  to  pay  these  costs?  Funding  sources  are  scarce  and 
this  problem  is  sometimes  debated  for  months.  No  amount  of  caring  and 
concern  can  ease  the  fear  of  unforeseen  future  costs. 

I  might  add  that  several  states  are  also  hoping  they  will  not  have  to 
adopt  a  risk  pool,  that  the  problem  will  be  solved  by  the  federal 
government  or  the  health  care  profession.  There  is  a  growing  feeling  that 
this  is  a  problem  that  must  be  paid  for  by  society  as  a  whole.  The  bottom 
line  is,  WE  are  society! 
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These  are  some  of  the  areas  where  the  federal  government  can 
become  involved  in  assisting  states  v,ith  implementation  and  operation  of 
a  high-risk  health  insurance  pool. 

We  must  not  allow  risk  pools  to  become  to  health  care  what  aspirin  is 
to  a  headache.  The  aspirin  may  ease  the  pain,  but  it  does  nothing  for  the 
cause.  The  same  is  true  vnxh  risk  pools.  Risk  pools  were  not  intended  to 
solve  the  problem,  only  alleviate  the  pain  for  a  small  segment  of  societ\\ 

What  the  federal  government  must  do  is  begin  to  attack  the  many 
areas  that  have  allowed  health  care  costs  to  skjxocket. 

We  mast  consider  taking  a  serious  look  at  the  entire  cost  structure  of 
health  care  in  this  country  and  attempt  to  reign-in  these  costs.  A  major 
educational  effort  should  be  undertaken  to  explain  the  health  care 
structure  to  citizens,  as  weU  as  how  best  to  use  the  system.  Research 
should  be  conducted  on  malpractice  insurance  costs  and  liability  awards. 
Should  we  mandate  higher  cost-sharing  by  the  patient  or  user  of  the 
system?  And  what  about  the  unfair  costs  to  thousands  of  individuals  who 
convert  their  health  plan  after  leaving  their  jobs,  only  to  see  the 
premiums  soar  out  of  sight? 

These  are  also  areas  the  federal  government  could  seriously  consider 
when  developing  a  long-term  approach  to  the  problem. 

This  is  why  Communicating  for  Agriculture  has  become  involved  in 
risk  pools  and  other  health  care  measures  and  believes  it  is  important  to 
not  only  rural  America,  but  our  entire  country. 

CA  has  attempted  to  work  closely  with  both  state  and  federal  officials 
in  addressing  our  concerns  and  ideas.  However,  the  federal  government 
must  begin  to  provide  some  answers. 

Several  years  ago,  when  we  were  first  asked  to  become  involved  in 
health  care  issues  on  the  federal  level,  many  federal  officials  and  national 
organizations  explicitiy  told  us  to  forget  risk  pools.  There  would  be  no 
need  for  them  as  a  major  overhaul  of  the  entire  health  care  system  was 
inuninent.  The  federal  government  would  assure  everyone  equal  access 
and  care.    Such  a  concept  is  one  we  endorse. 

However,  Congressman  Stark,  with  your  support  and  that  of  our 
membership,  we  continued  our  efforts  with  risk  pools.  Your  assessment 
was  correct  that  it  could  take  years  for  such  action  from  Washington.  Just 
a  shon  four  years  later,  ten  additional  states  have  implemented  high  risk 
health  insurance  pools,  more  than  double  the  number  of  pools  in  existence 
at  that  rime.    We  could  not,  and  cannot,  continue  to  wait  for  federal  action. 

Are  risk  pools  the  answer  to  all  of  our  health  care  concerns  at  CA  and 
in  America?  Of  course  not.  We  will  continue  to  work  with  you  and  other 
to  work  for  solutions  to  rising  costs,  adequate  care,  long-term  needs, 
educational  effons  and  other  areas. 

CA's  philosophy  is  best  summed  up  by  a  member  from  South  Dakota 
whose  wife  could  not  qualify  for  health  insurance.  "I  do  not  believe  we 
should  have  socialized  medicine,  but  I  do  believe  that  government  should 
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legislate  so  that  every  person  is  eligible  for  a  private  insurance  plan.  I  am 
not  asking  for  free  insurance  for  my  wife,  I'm  just  asking  for  the 
opportunity  to  carry  insurance  on  her." 

CA  and  its  members  have  always  believed  that  one  of  the  reasons 
government  was  created  was  to  assist  citizens  in  those  areas  in  which 
they  cannot  help  themselves.  It  is  our  belief  that  creation  of  state  health 
insurance  pools  assists  in  accomplishing  this  goal. 

Again,  we  appreciate  the  opportunity  to  appear  before  this  committee 
today  to  speak  on  the  issue  of  high-risk  health  insurance  pools.  We 
applaud  your  efforts  and  sincerely  hope  you  will  continue  your  serious 
consideration  of  health  care  accessibility. 

I  would  be  more  than  happy  to  answer  questions  you  might  have 
concerning  the  various  state  pools,  the  number  of  participants,  cost, 
coverage,  etc. 

We  offer  you  the  experience  of  our  organization  in  developing  and 
implementing  legislation  to  address  this  concern,  and  other  areas  where 
we  can  be  of  assistance. 


Thank  you. 
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Chairman  Stark.  Thank  you,  Mr.  Trippler. 

Just  for  my  own  enhghtenment,  are  there  certain  disabilities  or 
diseases  that  in  general  are  just  uninsurable?  Diabetes,  for  in- 
stance. Is  it  safe  to  say  that  in  general  someone  with  diabetes  or 
disease  X,  will  not  be  insured  at  any  cost? 

Mr.  Trippler.  I  am  probably  not  qualified  to  answer  that  ques- 
tion, Mr.  Stark,  because  I  do  not  work  for  an  underwriting  carrier. 

I  will  say  this,  there  are  hundreds  of  different  conditions  that 
people  are  turned  down  for.  In  1978,  I  personally  was  rejected  for 
health  insurance  because  I  had  sinus  problems. 

In  1988,  I  was  rejected  for  health  care  coverage  because  3  years 
prior  I  had  skin  cancer  surgery.  My  father  has  diabetes  and  has 
never  been  hospitalized  in  67  years,  however,  when  he  left  his  em- 
ployer paid  coverage  his  premium  shot  up  475  percent  and  he  was 
unable  to  purchase  coverage. 

So  there  are  hundreds  of  reasons  why  an  insurer  turns  down  an 
individual. 

Chairman  Stark.  Are  you  aware — and  maybe  there  will  be  other 
witnesses  who  I  should  find  this  out  from — that  there  are  6  or  8  or 
10  conditions  or  diseases  that  might  comprise  80  or  90  percent  of 
the  uninsurable  cases? 

For  instance,  if  you  took  stroke,  epilepsy,  diabetes,  AIDS,  previ- 
ous cancer,  that  cover  say  80  or  90  percent  of  the  cases,  is  there 
any  kind  of  statistics  that  tend  to  categorize  

Mr.  Trippler.  Mr.  Stark,  you  might  wish  to  address  that  question 
to  the  New  Mexico  and  Wisconsin  pools. 

Chairman  Stark.  OK. 

Mr.  Trippler.  I  know  Wisconsin  does  keep  track  of  that,  and  I 
would  agree  with  your  opinion  that  probably  80  or  90  percent  of 
pool  applicants  fall  into  a  category  of  five  or  six  major  issues. 

Chairman  Stark.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Mr.  Trippler,  in  a  sense,  the  ERISA  exemption  has  been  the  key 
to  what  we  have  talked  about  doing  in  the  past.  But  the  failure  to 
grant  it  has  not  stopped  15  States  from  moving  ahead  on  this. 

And  that  leads  me  to  wonder  whether  the  ERISA  exemption  is  as 
big  a  problem  as  some  of  us  have  said  it  is. 

Is  there  anything  to  stop  a  State  from  levying  a  tax  on  all  em- 
ployers based  upon  payroll,  not  based  upon  whether  they  are  self- 
insured  or  otherwise  in  order  to  fund  something  like  this  if  they 
wish  to  do  so  and  thereby  get  around  the  ERISA  issue? 

Mr.  Trippler.  As  far  as  I  know,  Mr.  Gradison,  there  is  no  law 
prohibiting  that.  As  a  matter  of  fact,  in  the  State  of  Minnesota  we 
had  a  bill  introduced  this  year  for  something  called  Health  Span, 
which  would  provide  health  insurance  to  every  citizen  in  the  State 
of  Minnesota  and  it  would  be  paid  for  by  a  payroll  tax  by  employ- 
ees and  employers. 

I  might  also  mention  several  States  have  used  the  option  of  fund- 
ing their  pools  through  general  revenue  sources.  Instead  of  assess- 
ing insurance  companies,  they  have  simply  decided  to  fund  it  with 
general  revenue  dollars  because  they  consider  it  a  problem  of  socie- 
ty as  a  whole. 

I  will  say,  and  I  hate  to  disagree  with  some  of  the  insurance  com- 
panies, but  I  believe  that  at  times  they  have  used  the  ERISA  prob- 
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lem  as  a  reason  to  oppose  the  concept  of  a  risk  pool.  But  I  cannot 
blame  them  because  I  do  not  think  it  really  is  fair  to  put  the 
burden  on  a  portion  of  the  carriers  when  they  cannot  assess  all  of 
them. 

Mr.  Gradison.  Thank  you. 
Thank  you,  Mr.  Chairman. 
Chairman  Stark.  Mr.  Levin. 
Mr.  Levin.  No  questions. 

Chairman  Stark.  I  was  going  to  ask  you  before,  how  you  got  up 
to  40,000  from  14,000,  but  you  did  explain  that  in  terms  of  people 
who  move  through  the  program  so  that  over  a  period  of  time  the 
numbers  would  suggest  that  there  are  more  people. 

Are  you  aware  that  those  States  that  have  risk  pool  programs 
can  point  to  a  direct  correlation  to  lower  insurance  rates  because  of 
those  risk  pools? 

In  other  words,  do  commercial  insurers  in  States  with  risk  pools 
generally  have  lower  rates  because  some  of  that  adverse  selection 
is  removed?  Or  is  any  

Mr.  Trippler.  I  would  not  be  able  to  answer  that.  Perhaps  Mr. 
Dorsch  would.  However,  I  think  theoretically  it  has  to  occur.  I  am 
sure  some  carriers  are  dumping  individuals  into  pools,  and  perhaps 
that  is  what  pools  are  intended  to  do.  I  do  not  know. 

Chairman  Stark.  Is  there  anything  wrong  with  that? 

Mr.  Trippler.  No,  I  am  not  saying  there  is.  But  what  I  am  saying 
is  that  they  would  have  to,  therefore,  save  money  on  their  bottom 
line  by  dumping  these  high  risks  in  there  and  would  that  not, 
therefore,  reduce  the  premium  cost. 

Chairman  Stark.  Let  us  say  transferring.  Dumping  has  a  bad 
connotation  in  this  committee. 

I  really  appreciate — I  know  both  your  expertise  and  missionary 
zeal  to  see  this  expanded  and  many  of  us  on  the  committee  share 
your  concerns.  I  look  forward  to  your  counseling  with  us,  as  you 
have  in  the  past. 

Thank  you  very  much. 

Mr.  Trippler.  I  thank  you  for  your  efforts  and  the  rest  of  the 
Committee. 
Chairman  Stark.  Thank  you. 

Our  first  panel  this  morning  includes  representatives  from  two 
States  that  have  established  programs  and  Ms.  Patty  Ikard  who  is 
chairman  of  the  New  Mexico  Comprehensive  Health  Insurance 
Pool  and  chairman  of  the  board  of  directors  and  Ms.  Hilde  Neujahr 
who  is  the  division  administrator  in  the  State  of  Wisconsin's  Office 
of  the  Commissioner  of  Insurance  and  chairperson  of  the  Wisconsin 
Health  Insurance  Risk  Sharing  Plan. 

We  are  pleased  to  welcome  you  both  to  this  committee  and  look 
forward  to  hearing  about  the  features  of  your  State  plans.  I  think 
you  have  both  submitted  prepared  testimony,  which  will  appear  in 
the  record  in  its  entirety.  If  you  would  like  to  summarize  it  or 
expand  on  it,  deal  with  any  of  the  questions  we  may  have  asked 
previous  witnesses,  please  proceed  in  any  manner  that  you  are 
comfortable. 

Ms.  Ikard,  would  you  like  to  start  first. 

Ms.  Ikard.  Certainly. 
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Chairman  Stark.  And  could  I  also  suggest  that  those  micro- 
phones are  very  weak.  So  if  you  would  come  close  to  swallowing 
them,  the  reporter  and  the  audience  and  the  members  will  be  able 
to  hear  you  better.  Thanks. 

STATEMENT  OF  PATRICIA  K.  IKARD,  CHAIRMAN,  BOARD  OF  DI- 
RECTORS NEW  MEXICO  COMPREHENSIVE  HEALTH  INSURANCE 
POOL,  CARLSBAD,  NM 

Ms.  Ikard.  ok.  Mr.  Chairman,  members  of  the  subcommittee, 
like  you  said,  I  am  Patty  Ikard.  I  am  the  author  of  the  New  Mexico 
Comprehensive  Health  Insurance  Pool  Act  and  the  chairman  of 
that  board. 

The  pools  was  established  in  1987,  in  New  Mexico  by  the  legisla- 
ture to  offer  access  to  reasonable  health  insurance  to  citizens  who 
could  not  purchase  it  in  the  private  market  due  to  their  health 
status  or  high  risk  occupation. 

My  first  involvement  in  pools  came  in  1986,  when  my  family 
became  self-employed  and  sought  a  family  insurance  policy. 

Two  major  barriers  prevented  us  from  being  eligible;  my  oldest 
daughter  has  Down's  syndrome  and  my  husband's  occupation. 
Time  after  time  we  were  either  rejected  for  coverage  or  offered  cov- 
erage with  exorbitant  rates  with  riders  always  being  given  on  my 
daughter's  Down's  syndrome. 

Our  family,  with  three  children  under  the  age  of  7,  went  unin- 
sured for  2  years  because  of  this.  As  I  began  to  research  legislation, 
I  heard  from  many  other  families  in  similar  situations. 

One  woman  was  paying  up  to  $1,600  a  month  for  her  coverage, 
and  many  more  paid  $600  to  $700  a  month  for  coverage. 

Many  reported  that  they  were  rejected  for  coverage  as  soon  as 
they  were  diagnosed  with  a  medical  condition  no  matter  how 
severe  or  mild  that  condition  might  be. 

I  learned  that  most  heart  and  cancer  patients  are  commonly 
issued  riders  with  limited  coverage  and  high  rates. 

I  discovered  that  individuals  with  developmental  disabilities,  like 
my  daughter,  are  discouraged  from  seeking  employment  because 
their  families  fear  the  loss  of  Medicaid  coverage  for  them. 

With  the  assistance  of  the  Governor's  Office,  New  Mexico  formed 
a  committee  on  uninsurables,  which  included  consumers,  insurance 
companies,  and  legislators,  along  with  21  organizations  such  as 
New  Mexico  Chapter  of  American  Cancer  Society. 

The  committee  found  that  unless  a  person  is  employed  by  a  large 
employer,  coverage  is  minimal  to  nonexistent  for  those  with  preex- 
isting conditions. 

Conversion  policies  for  those  exiting  a  large  group  plan  are  so  ex- 
pensive that  they  are  unobtainable  for  many  families,  especially 
those  with  medical  problems. 

Riders  or  waivers  are  imposed  on  certain  types  of  conditions 
without  regard  to  the  insured's  medical  experience  with  that  condi- 
tion. 

Some  uninsurable  persons  must  spend  down  to  the  Medicaid 
level  just  in  order  to  obtain  medical  coverage. 
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To  prevent  the  loss  of  medical  coverage,  high  risk  persons  on 
Medicaid  often  cannot  even  accept  salary  increases  because  it  will 
put  them  over  the  financial  requirements  of  that  program. 

Becoming  self-employed  is  not  a  possibility  for  many  individuals 
considered  to  be  high  risk  because  there  is  no  available  health  in- 
surance coverage  for  them. 

Persons  with  a  health  condition  cannot  leave  their  current  em- 
ployer unless  they  seek  employment  with  a  large  employer,  since 
many  small  company  insurance  plans  will  not  accept  them  as  a 
new  member. 

Small  employers  are  discouraged  from  hiring  anyone  with  a  med- 
ical problem  due  to  increased  premiums  for  the  entire  group. 

Uninsured  and  under  insured  persons  are  often  forced  into  bank- 
ruptcy as  a  result  of  their  medical  expenses. 

A  small  group  may  find  themselves  uninsurable  because  of  the 
health  status  of  only  one  or  two  of  the  employees  or  members  of 
the  employees'  families. 

New  Mexico  has  33,000  employers.  Less  than  2,500  of  them  have 
more  than  25  employees.  The  only  option  left  to  someone  who  is 
denied  health  coverage  is  to  either  spend  down  to  Medicaid  level, 
go  uninsured  or  under  insured,  or  work  for  a  large  employer. 

The  committee  recognized  that  25  percent,  at  least  25  percent  of 
New  Mexico's  population  is  uninsured  and  that  the  pool  would  only 
impact  a  few  of  those  persons. 

They  agreed  that  while  they  could  not  solve  all  of  those  problems 
facing  the  uninsured  through  State  legislation,  all  citizens  should 
have  access  to  some  form  of  health  insurance,  regardless  of  their 
health  status. 

Like  other  pools,  to  be  eligible  for  the  pool  in  New  Mexico  you 
must  be  a  resident  of  the  State;  you  must  have  received  a  notice  or 
rejection  for  coverage;  a  notice  that  your  rates  will  exceed  those  of 
the  pool  rates;  or  a  notice  that  your  coverage  would  be  limited  or 
reduced. 

A  person  is  not  eligible  for  the  pool  in  New  Mexico  if  they  are  on 
Medicare  or  Medicaid.  Our  pool,  like  other  States,  offers  two  deduc- 
tibles; one  is  a  $500  and  one  is  $1,000. 

The  New  Mexico  pool  has  two  unique  provisions  compared  to 
other  States.  The  first  deals  with  reciprocity  on  people  leaving 
other  State  pools  and  coming  into  New  Mexico.  And  the  second 
allows  payroll  deductions  for  employees  share  of  the  premium  and 
requires  that  employers  contribute  at  least  the  same  dollar  amount 
for  the  high  risk  individuals'  coverage  and  his  family,  as  he  would 
for  a  similar  healthy  employee. 

New  Mexico  pools  are  funded  by  insurance  companies  and  with 
premiums  collected  by  policy  holders.  Insurance  companies  will  re- 
ceive a  30-percent  premium  tax  credit  on  any  amount  over  $75,000 
that  they  pay  in  assessment  for  pools  losses  in  any  given  year. 

There  is  no  lifetime  maximum  on  coverage,  although  there  are 
maximums  on  transplant  and  other  areas.  Premiums  in  New 
Mexico  are  based  on  age  and  sex  of  the  insured,  and  maternity  is 
optional. 

While  the  pool  is  accessible  to  those  who  can  afford  it,  it  does  not 
address  those  who  cannot.  New  Mexico  is  just  now  looking  at  how 
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can  we  address  the  question  of  those  who  cannot  afford  to  be  in  the 
pool,  but  who  are  also  uninsurable. 

In  research  in  legislation  from  other  States  pools,  the  committee 
on  uninsurables  found  that  no  other  State  legislation  would  have 
worked  in  New  Mexico  and  passed  its  legislation  without  major 
modifications,  particularly  in  the  areas  of  funding,  rates,  and  bene- 
fits. 

It  is  important  if  we  want  to  maintain  our  current  health 
system,  that  pools  do  not  compete  with  the  private  market.  There- 
fore, in  any  Federal  legislation  we  would  like  to  see  benefit  levels 
set  at  a  State  level. 

The  New  Mexico  pool  w^ould  also  like  to  see  administration  of  the 
pools  to  remain  in  State  and  not  run  at  the  Federal  level.  This 
allows  much  greater  flexibility  in  meeting  the  needs  of  the  particu- 
lar population  of  a  State. 

A  great  deal  of  consideration  also  needs  to  be  given  on  how  pools 
deal  with  transplants.  If  pools  choose  to  offer  coverage  when  most 
individual  policies  do  not,  we  must  be  cautious  not  to  become  the 
only  source  of  payment  for  such  procedures.  If  this  were  the  case, 
New  Mexico's  pool  could  not  survive. 

We  would  urge  Congress  to  make  insurance  coverage  available  to 
all  citizens  in  this  country,  regardless  of  their  health  status. 

Thank  you. 

[The  statement  of  Ms.  Ikard  follows:] 
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TESTIMONY  OF  PATRICIA  K.  IKARD 
NEW  MEXICO  COMPREHENSIVE  HEALTH  INSURANCE  POOL 

Mr.   Chairman,   and  Members  of  the  Subcommittee,   I  am  Patty 
Ikard,   the  author  of  the  New  Mexico  Comprehensive  Health 
Insurance  Act  and  Chairman  of  the  Board  of  Directors  for  the 
New  Mexico  Comprehensive  Health  Insurance  Pool.     The  Pool 
was  established  in  1987  by  the  New  Mexico  Legislature  as  a 
non-profit  organization  designed  to  offer  access  to 
reasonable  health  insurance  for  its  citizens  who  could  not 
purchase  coverage  in  the  private  market. 

I  appreciate  this  opportunity  to  discuss  high  risk  pools  and 
will  focus  my  remarks  in  three  areas:     the  need  for  high 
risk  pools,   the  development  of  New  Mexico's  Comprehensive 
Health  Insurance  Pool  and  the  federal  role  in  high  risk 
health  insurance. 

My  first  involvement  with  high  risk  insurance  pools  came  in 
1986  when  my  family  became  self  employed  and  sought  a  family 
health  insurance  policy.     We  ran  into  two  major  barriers 
which  prevented  us  from  being  eligible  for  coverage.  My 
oldest  daughter  has  Down's  Syndrome  and  my  husband's 
business  is  in  oil  and  gas  and  requires  him  to  be  out  in  the 
field. 

Time  after  time,  we  were  either  rejected  or  offered  coverage 
with  exorbitant  rates  with  riders  on  my  daughter.  Our 
family,  with  three  children  under  age  7,     went  uninsured  for 
two  years. 

As  I  began  to  research  legislation,   I  heard  from  many  other 
families  who  were  also  uninsurable.     One  woman  was  paying 
$1,600  per  month  for  her  coverage,  while  more     paid  $700  to 
$800  per  month.     Many  reported  that  they  were  often  rejected 
for  individual  coverage  when  they  were  diagnosed  with  a 
medical  condition,  no  matter  how  severe  or  mild  the  case.  I 
learned  that  cancer  patients  are  issued  riders  on  anything 
pertaining  to  cancer  and  heart  patients  experience  the  same 
limited  coverage  and  high  rates.     I  discovered  that 
individuals  with  developmental  disabilities  are  discouraged 
from  seeking  employment  because  their  families  fear  the  loss 
of  Medicaid  coverage  for  them.     Obviously,   this  limits  a 
disabled  person  from  achieving  growth  and  independence,  and 
causes  greater  reliance  on  government  programs. 

With  the  assistance  of  the  New  Mexico  Governor's  Office,  a 
committee  on  uninsurable  was  formed.     Consumers,  insurance 
companies  and  legislators  along  with  21  organizations 
including  the  New  Mexico  chapters  of  the  American  Cancer 
Society,  the  Diabetes  Association,   the  Arthritis  Foundation 
and  the  Heart  and  Lung  Associations  made  up  the  committee. 
The  committee's  task  was  to  identify  barriers  and  solutions 
and  to  make  recommendations  for  possible  legislation. 

The  committee  found  that: 

1)  Unless  a  person  is  employed  by  a  large  employer, 
coverage  is  minimal  to  non-existent  for  those  with  a  history 
of  medical  problems  or  conditions.     This  coverage  and  the 
exceptions  to  coverage  impact  all  family  members  because 
health  insurance  is  generally  provided  as  a  family  package. 

2)  Conversion  policies  for  those  who  leave  a  group 
are  so  expensive  they  are  unobtainable  for  many  families, 
especially  those  with  medical  problems. 

3)  Riders  or  waivers  are  imposed  on  certain  types  of 
conditions  without  regard  to  the  insured's  medical 
experience  with  that  condition. 

4)  Persons  considered  to  be  a  high  risk  in  the 
private  market  often  must  spend  down  to  the  Medicaid  level 
in  order  to  obtain  medical  coverage. 
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5)  To  prevent  the  loss  of  medical  coverage,  high  risk 
persons  on  Medicaid  often  cannot  accept  salary  increases  if 
it  puts  them  over  the  financial  requirements  of  that 
program. 

6)  Becoming  self  employed  is  often  not  possible  for 
an  individual  considered  to  be  high  risk,   due  to  the 
unavailability  of  health  insurance. 

7)  Persons  with  a  health  condition  cannot  leave  their 
current  employer  unless  they  seek  employment  with  a  large 
employer,   since  many  small  company  insurance  plans  will  not 
accept  them  as  a  new  member. 

8)  Small  employers  are  discouraged  from  hiring  anyone 
with  a  medical  problem  due  to  increased  premiums. 

9)  Uninsured  and  underinsured  persons  are  often 
forced  into  bankruptcy  as  a  result  of  their  medical 
expenses , 

10)  The  only  option  left  to  someone  who  is  denied 
health  insurance  coverage  is  to  spend  down  to  Medicaid 
level,  go  uninsured,  or  work  only  for  large  employers. 

11)  A  small  group  may  find  themselves  uninsurable 
because  of  health  status  of  one  or  two  of  their  employees  or 
members  of  the  employees  family. 

12)  New  Mexico  has  33,000  employers.  Less  than  2,500 
of  them  have  more  than  25  employees. 

The  committee  recognized  that  25%  of  New  Mexico's  population 
is  uninsured  and  that  a  pool  would  only  impact  a  few  of 
those  persons.     The  committee  agreed  that  while  they  could 
not  solve  all  of  the  problems  facing  the  uninsured,  all 
citizens  should  have  access  to  some  form  of  health 
insurance,   regardless  of  their  health  status.     A  health 
insurance  pool  could  be  used  to  offer  a  form  of  insurance 
comparable  to  that  offered  in  the  private  market,   but  it 
would  be  limited  to  those  who  were  able  to  afford  the  above 
market  rates. 

The  New  Mexico  Comprehensive  Health  Insurance  Pool  Act  was 
signed  into  law  by  Governor  Garrey  Carruthers  in  April  1987. 
The  pool  is  funded  by  insurance  companies  and  with  premiums 
collected  by  policy  holders. 

All  insurance  companies  authorized  to  transact  health 
insurance  in  New  Mexico  are  members  of  the  pool . 
The  pool  is  governed  by  a  board,   consisting  of  the 
superintendent  of  insurance,   or  his  designee,  who  serve's  as 
the  chairman  of  the  board;   four  members  appointed  by  the 
members  of  the  pool;  and  five  members  appointed  by  the 
superintendent  of  insurance.     Pool-appointed  members  include 
one  representative  of  a  nonprofit  health  care  plan,  one 
representative  of  a  health  maintenance  organization  and  two 
members  who  are  members  of  the  pool.     The  members  appointed 
by  the  superintendent  are  four  citizens  who  are  not 
professionally  affiliated  with  an  insurer  (at  least  two  who 
are  individuals  reasonably  expected  to  qualify  for  coverage 
under  the  plan,   or  they  are  the  parent  or  spouse  of  such  an 
individual)   and  a  representative  of  statewide  health 
planning. 

Coverage  by  the  pool  is  available  to  persons  who: 

1.  are  and  continue  to  be  residents  of  New  Mexico; 

and 

2.  have  received  from  one  or  more  health  insurers'  - 
a.       notice  of  rejection  for  substantially  similar 

health  insurance,  or 
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b.  notice  that  the  rate  for  in-force  or  applied- 
for  health  insurance  coverage  will  exceed  the  rates  of  the 
pool,  or 

c.  notice  of  reduction  or  limitation  of 
coverage,   including  a  restrictive  rider,  which  excludes  or 
modifies  benefits  for  a  condition  (for  longer  than  12 
months) ,  which  substantially  reduces  coverage  compared  to 
the  coverage  available  to  a  person  considered  to  be  a 
standard  risk. 

A  person  is  not  eligible  for  pool  coverage  if  they  are 
eligible  for  Medicare,  Medicaid  or  substantially  eguivalent 
coverage  at  rates  less  than  the  pool. 

The  pool  offers  two  deductible  plans.     A  $500  deductible  has 
an  out  of  pocket  expense  limitation  of  $1,500  per  individual 
and  $2,500  per  family.     The  $1,000  deductible  has  an  out  of 
pocket  expense  limitation  of  $2,000  per  individual  and 
$3,000  per  family.     Premiums  may  not  exceed  150%  of  a 
standard  individual  policy. 

The  New  Mexico  pool  has  two  very  unique  provisions  compared 
to  other  state  pools.     The  first  deals  with  individuals 
moving  from  a  state  with  a  health  pool  to  the  state  of  New 
Mexico  and  allows  them  immediate  coverage  if  they  meet 
certain  conditions. 

The  second  provision  unique  to  the  New  Mexico  pool  deals 
with  the  dependent  family  member  coverage  and  employer 
responsibility.     This  section  states  that  employers  are 
authorized  to  "make  a  payroll  deduction  from  the 
compensation  of  an  employee  for  the  portion  of  the  pool 
policy  premium  the  employee  is  responsible  for,  and  an 
employer  shall  contribute  the  same  dollar  amount  of  the  cost 
of  that  policy  on  behalf  of  the  employee  that  the  employer 
contributes  for  other  similar  employees  for  health 
insurance".       An  employer  shall  offer  and  make  available  to 
dependent  family  members  of  an  employee  covered  by  the  pool 
the  same  group  plan  offered  to  other  employees  of  the  group. 

Insurance  companies  will  receive  a  30%  premium  tax  credit  on 
any  amount  over  $75,000  that  they  pay  in  assessments  for 
pool  losses  in  any  given  year.     There  is  no  life  time 
maximum  on  coverage,   although  there  are  maximums  on 
transplant  and  other  costs. 

Premiums  are  based  on  the  age  and  sex  of  the  insured  and 
maternity  is  optional. 

While  the  pool  is  accessible  to  those  who  can  afford  it,  it 
does  not  address  those  uninsurable  persons  who  cannot  pay 
the  comparatively  high  premiums.     The  New  Mexico  pool  sets 
rates  based  on  standard  "individual"  premiums,  while  other 
states  may  use  small  group  premiums.     An  individual  premium 
is  an  already  high  premium  and  when  increased  by  50%, 
becomes  too  expensive  for  many  New  Mexico  families. 

The  New  Mexico  pool  sold  over  500  policies  the  first  year, 
although  it  was  anticipated  that  only  70  would  participate 
in  that  first  year.     This  was  partly  due  to  a  heavy  media 
campaign.     The  majority  of  enrollees  are  from  rural  New 
Mexico,  where  there  are  no  large  employers. 

While  insurance  pools  are  not  the  answer  to  many  issues 
surrounding  the  uninsured  and  underinsured,   they  at  least 
offer  access  to  those  who  can  afford  it. 

In  researching  legislation  from  states  with  pools,  the 
committee  on  uninsurables  found  that  no  other  state 
legislation  would  work  in  New  Mexico  without  major 
modifications,  particularly  in  the  areas  of  funding,  rates 
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and  benefits.     Since  each  state  has  different  mandates  on 
minimvun  benefits,  rates  are  effected  accordingly. 

Pools  are  not  intended  to  provide  the  perfect  coverage,  cnly 
coverage  comparable  to  what  is  found  in  the  private  market. 
It  is  important,  if  we  want  to  maintain  our  current  health 
system,  that  pools  do  not  compete  with  the  private  market. 
Therefore,   in  any  federal  legislation,  we  would  like  to  see 
benefits  set  at  a  level  appropriate  to  what  is  offered  in 
the  area. 

If  New  Mexico  had  looked  at  a  state  funded  program,  instead 
of  the  current  funding  mechanism,  the  legislation  would  not 
have  passed.     If  we  look  at  subsidizing  premiums  in  order  to 
serve  more  people,  then  New  Mexico  will  need  to  consider 
contributing  to  the  funding  of  the  pool. 

With  insurance  companies  being  the  primary  funding  source 
for  the  New  Mexico  pool,   it  is  crucial  that  the  pool  losses 
be  kept  tmder  control. 

The  New  Mexico  pool  would  very  much  like  to  see  the 
administration  of  pools  remain  in-state,  and  not  be  run  at  a 
federal  level.     This  allows  much  greater  flexibility  in 
meeting  the  needs  of  its  citizens. 

A  great  deal  of  consideration  needs  to  be  given  to  how  pools 
deal  with  transplants.     If  pools  choose  to  offer  coverage 
for  transplants  when  most  individual  policies  do  not,  we 
must  be  cautious  not  to  become  the  only  source  of  payment 
for  such  procedures.     If  that  were  the  case.  New  Mexico's 
pool  could  not  survive. 

There  is  more  information  available  now  on  the  experiences 
of  pools,  with  their  various  approaches  to  benefits  and 
funding.     We  would  urge  Congress  to  make  insurance  coverage 
available  to  those  who  can  afford  it,  but  cannot  purchase  it 
in  the  private  market,  while  giving  states  the  flexibility 
to  determine  how  it  will  be  administered. 

We  want  to  thank  the  subcommittee  for  this  opportunity  to 
discuss  high  risk  pools  and  will  be  pleased  to  work  with  you 
as  you  continue  to  look  at  this  issue. 
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Chairman  Stark.  Thank  you. 
Ms.  Neujahr. 

STATEMENT  OF  HILDE  NEUJAHR,  DIVISION  ADMINISTRATOR, 
OFFICE  OF  THE  COMMISSIONER  OF  INSURANCE,  STATE  OF 
WISCONSIN,  AND  CHAIRPERSON,  WISCONSIN  HEALTH  INSUR- 
ANCE RISK  SHARING  PLAN,  MADISON  WI 

Ms.  Neujahr.  Thank  you  for  providing  me  the  opportunity  to 
speak  today. 

My  name  is  Hilde  Neujahr  and  I  am  a  division  administrator  in 
Wisconsin's  Office  of  the  Commissioner  of  Insurance.  I  am  also 
chairperson  of  the  board  of  Governor  of  the  Wisconsin  Health  In- 
surance Risk  Sharing  Plan  for  medically  at  risk  individuals.  I  be- 
lieve that  you,  Chairman  Stark,  and  your  colleagues,  are  to  be  com- 
mended for  addressing  the  issue  for  health  insurance  coverage  for 
the  high  risk. 

In  Wisconsin,  the  health  insurance  risk  sharing  plan  was  enacted 
by  the  Wisconsin  Legislature  in  1979.  I  believe  we  were  the  third 
risk  sharing  plan  in  the  country. 

We  began  selling  policies  in  1981.  It  was  accepted  at  the  outset  of 
our  plan  that  the  individuals  who  would  participate  in  the  plan 
would  require  a  high  level  of  health  care  services  and  that  adjust- 
ments to  benefit  coverage  might  need  to  be  made  in  the  future 
when  more  precise  demographic  information  about  the  plan  popu- 
lation would  be  available. 

Debate  about  whether  the  plan  is  insurance  or  a  social  program, 
which  began  during  the  initial  discussions  of  the  plan  as  a  concept, 
continues  today,  8  years  later. 

There  is  a  divergence  of  opinions  on  whether  it  is  insurance  or  a 
social  program  and  this  divergence  has  had  an  effect  on  decisions 
regarding  financing,  eligibility,  benefits  and  coverage  levels,  and 
ultimately  has  had  an  impact  on  the  number  of  individuals  in  our 
plan. 

When  the  plan  was  created,  there  was  an  expectation  by  the  Wis- 
consin Legislature  that  the  premiums  paid  by  the  policyholders 
would  eventually  cover  the  cost  of  both  claims  and  expenses  of  the 
plan  and  it  specified  that  after  3  years  the  plan  would  be  self-suffi- 
cient. 

For  the  first  3  years  of  the  program  insurers  were  assessed  to 
cover  the  deficit  of  the  plan  and  the  legislature  also  recognized  at 
that  time  that  the  issue  of  self-insurers  was  a  potential  problem. 
However,  because  the  case  law  was  not  clear  on  the  issue,  a  deter- 
mination was  made  to  include  self-insurers  in  the  assessment  for- 
mula. 

As  a  result  of  subsequent  litigation  and  Supreme  Court  decisions, 
which  staunchly  held  to  the  position  that  the  States  may  not  deem 
an  employee  welfare  benefit  plan  to  be  insurance  for  any  type  of 
State  regulation,  including  assessment  of  insurers,  the  legislature 
in  Wisconsin  eliminated  self-insurers  from  the  assessment  base  for 
the  plan. 

Since  in  Wisconsin  we  have  an  estimated  one-half  of  those  who 
work,  covered  by  self-funded  plans,  the  entire  financial  burden  of 
our  Wisconsin's  high  risk  population  is  placed  on  the  policyholders 
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themselves  and  those  people  who  buy  insurance  through  the 
normal  marketplace. 

The  original  legislation  which  established  our  plan  put  a  cap  on 
subscriber  premium  rates  for  the  first  3  years.  This  cap  was  at  130 
percent  of  what  a  person  would  pay  in  a  normal  marketplace. 

In  1983,  the  self-sufficiency  language  was  removed  from  the  plan 
statutes  because  if  it  were  not  removed,  our  plan  rates  at  that  time 
would  have  increased  to  370  percent  of  the  standard  rate,  which 
would  have  imperiled  the  future  of  the  plan  since  virtually  no  one 
in  Wisconsin  could  afford  that  premium.  The  cap  was  raised  to  150 
percent  of  standard. 

Since  the  inception  of  the  plan  in  Wisconsin  in  1981,  more  than 
200  insurance  companies  have  participated  in  the  assessment  of  in- 
surance companies  for  plan  deficits. 

Assessments  have  ranged  from  $100,000  a  year  to  a  projected  $3 
million  in  1989.  It  has  become  increasingly  clear  to  our  board  of 
governors  that  a  number  of  individuals  who  are  medically  eligible 
for  the  plan  were  unable  to  afford  the  premiums  and,  therefore,  re- 
mained uninsured. 

In  addition,  surveys  of  policyholders  in  1982  and  1984,  indicated 
that  more  than  50  percent  had  household  incomes  below  $12,000, 
and  that  these  individuals  were  undergoing  severe  personal  finan- 
cial hardship  to  pay  premiums. 

Nearly  one-half  of  those  responding  to  the  surveys  ended  their 
plan  coverage  because  they  could  not  afford  the  premium  rates. 

In  response  to  this  data,  the  Wisconsin  Legislature  appropriated 
general  purpose  revenue  funds  to  give  relief  to  policyholders  ena- 
bling them  to  continue  their  health  insurance  coverage. 

A  subsidy  program  was  set  up  with  the  eligibility  for  premium 
reduction  for  anyone  with  income  below  $16,500.  A  sliding  scale 
was  set  up  for  a  reduction  in  the  premium  ranging  from  17  percent 
reduction  to  33  percent. 

In  1987,  the  Wisconsin  Legislature  passed  legislation  which 
would  help  individuals  pay  their  deductible. 

In  studying  risk  sharing  plans,  I  think  it  is  very  important  for 
you  to  understand  who  the  participants  are  in  these  plans. 

In  Wisconsin,  the  plan  has  a  relatively  older  population.  Sixty- 
three  percent  of  our  policyholders  are  between  the  ages  of  50  and 
65.  A  majority  of  the  policy  holders  are  female.  Total  household 
income  is  below  $12,000  annually  for  40  percent  of  the  plan.  Sixty- 
seven  percent  have  an  income  below  $18,000  a  year. 

I  would  like  to  conclude  by  again  thanking  you  for  the  opportuni- 
ty to  be  here  today.  I  think  our  experience  in  Wisconsin  shows  that 
risk  sharing  plans  without  subsidies  are  simply  to  expensive  for 
many. 

In  addition,  assessment  of  insurance  companies  for  plan  deficit 
places  too  great  a  burden  on  the  insured  population.  A  broader  and 
more  equitable  funding  basis  continues  to  be  the  goal  in  Wisconsin. 

Thank  you. 

[The  statement  of  Ms.  Neujahr  follows:] 
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Thank  you  for  providing  me  the  opportunity  to  speak  today.    My  name 
is  Hilde  Neujahr  and  I  am  a  Division  Administrator  in  Wisconsin's  Office  of 
the  Commissioner  of  Insurance.     I  am  also  Chairperson  of  the  Wisconsin  Health 
Insurance  Risk  Sharing  Plan  (HIRSP)  for  medically  at  risk  individuals.  I 
believe  that  you,  Chairman  Stark,  and  your  colleagues  are  to  be  coaimended  for 
addressing  the  issue  of  health  insurance  coverage  for  the  high  risk. 

In  Wisconsin,  the  Health  Insurance  Risk  Sharing  Plan  (HIRSP)  was 
enacted  by  the  Wisconsin  Legislature  as  part  of  the  Laws  of  1979.    Efforts  to 
initiate  this  legislation  came  largely  from  the  Wisconsin  Center  for  Public 
Representation,  a  Madison  based  public  interest  law  firm,  with  the  assistance 
of  advocacy  groups  such  as  the  Wisconsin  Epilepsy  Foundation,  and  many 
others.    In  the  late  1970's,  the  Center  had  engaged  in  numerous  studies  with 
regard  to  the  availability  of  health  insurance  to  certain  groups  of  medically 
high  risk  individuals  in  Wisconsin.     They  concluded  that  many  individuals  were 
uninsurable,  that  private  market  medical  underwriting  restrictions  denied 
access  to  health  insurance  to  these  high  risk  individuals  and  that  there 
should  be  a  mechanism  created  to  ensure  health  care  coverage  for  the 
uninsurable . 

Shortly  thereafter,  a  Legislative  Council  study  committee  began  to 
explore  the  concept  of  a  state-run  health  insurance  pool  for  medically  high 
risk  individuals  who  were  unable  to  obtain  health  insurance  in  the  private 
market  due  to  their  physical  or  mental  health  condition.    The  committee 
researched  various  models  for  structuring  and  financing  such  a  pool,  focusing 
largely  on  the  states  of  Connecticut  and  Minnesota,  which  were  at  that  time 
the  only  two  states  which  had  any  type  of  pooling  mechanism  in  effect. 
Minnesota  ultimately  served  as  the  model  for  the  Wisconsin  plan. 

At  the  same  time  as  the  Wisconsin  Legislative  Council  was  preparing 
its  bill,  a  number  of  legislators  also  took  interest  in  this  issue.  Several 

competing  bills  were  introduced  in  late  1979  and  early  1980,  and  as  a  result 
of  compromises  among  the  sponsors,  the  current  law  evolved  and  was  enacted, 
and  the  first  HIRSP  policies  became  available  in  July,  1981. 
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The  number  of  Wisconsin  residents  under  age  65  who  were  unable  to 
purchase  adequate  health  insurance  due  to  their  health  condition  and  therefore 
would  be  eligible  for  HIRSP  was  difficult  to  project  with  specificity  at  the 
outset;  enrollment  of  approximately  3,000  -  5,000  individuals  was  not 
considered  to  be  an  unrealistic  estimate  by  those  involved  in  the  process.  It 
was  obArLous  that  a  number  of  factors  would  have  an  impact  on  these  estimates: 
the  benefit  levels,  the  design  of  the  Plan,  including  the  cap  on  life-time 
payouts,  the  length  of  time  for  the  waiting  period  for  pre-existing 
conditions,  eligibility  criteria  and  the  financing  of  the  Plan  which  would 
affect  the  premium  rates,  deductibles  and  co-payments.    In  addition,  it  would 
be  necessary  to  mount  an  extensive  education  and  outreach  program  for 
providers,  advocacy  groups,  insurance  agents,  and  others  to  ensure  that 
potential  applicants  were  made  aware  of  HIRSP. 

BE^fEFIT  LEVELS 

There  was  substantial  lobbying  from  various  interest  groups, 
particularly  health  care  providers,  with  regard  to  benefits  which  would  be 
covered  under  HIRSP.    For  example,  chiropractic  coverage  is  included  in  HIRSP, 
despite  the  fact  that  some  advocates  felt  that  those  most  likely  to  rely  on 
HIRSP  might  have  greater  need  for  other  benefits  such  as  long-term  or 
maintenance  therapy.     It  was  accepted  at  the  outset,  however,  that  the 
individuals  who  would  participate  in  HIRSP  would  require  a  high  level  of 
health  care  services,  and  that  adjustments  to  benefit  coverage  might  need  to 
be  made  in  the  future  when  more  precise  demographic  information  about  the 
HIRSP  population  would  be  available. 

Debate  about  whether  HIRSP  is  an  insurance  plan  or  a  social  program, 
which  began  during  initial  discussions  of  HIRSP  as  a  concept,  continues  eight 
years  later  during  discussions  at  meetings  of  HIRSP 's  Board  of  Governors. 
This  divergence  of  opinion  obviously  has  an  effect  on  decision-making  with 
regard  to  financing  mechanisms,  eligibility  criteria,  benefits  and  coverage 
levels,  and  ultimately  has  had  an  impact  on  the  number  of  individuals  who  may 
benefit. 

The  current  benefits  available  to  HIRSP  subscribers  include  coverage 
of  the  usual  and  customary  charges  for  the  following  services: 

Services  Prescribed  by  a  Licensed  Physician 

-  Hospital  Services 

-  Basic  medical-surgical  services  including  both  in-hospital  and 

out-of -hospital  medical  and  surgical  services,  diagnostic  services,  . 
anesthesia  services  and  consultation  services 

-  In-hospital  treatment  for  30  days  per  calendar  year  for  alcoholism  and  drug 
abuse  and  60  days  for  mental  and  nervous  disorders 

-  Outpatient  services  for  alcoholism,  drug  abuse  and  mental  and  nervous 
disorders  (to  a  maximum  of  $3,000  per  year) 


-  Prescription  drugs 
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-  40  home  health  care  visits  per  year  (365  visits  for  persons  on  Medicare  when 
combined  with  Medicare  benefits) 

-  Radium  and  other  radioactive  materials 

-  Oxygen 

-  Anesthetics 

-  Prosthesis  other  than  dental 

-  Durable  medical  equipment  other  than  eyeglasses  and  hearing  aids 

-  Diagnostic  X-rays  and  laboratory  tests 

-  Some  oral  surgery 

-  Physical  therapy 

-  Ambulance  service 

-  30  days  of  skilled  nursing  care  following  a  hospitalization  (120  days  for 
persons  on  Medicare) 

-  Processing  charges  for  blood 

-  Services  and  supplies  for  treatment  of  diabetes.  Including  outpatient 

education  program 

Other  Services 

-  Chiropractic  services 

HIRSP  will  not  cover  the  following: 

-  Experimental  treatment 

-  Cosmetic  treatment 

-  Custodial  care 

-  Private  room  If  not  medically  necessary 

-  Eyeglasses  and  hearing  aids 

-  Dental  care 

-  Routine  physical  exams 

-  Illness  or  injury  due  to  acts  of  war 

-  Replacement  fees  for  the  first  three  pints  of  blood 

-  Charges  in  excess  of  usual  and  customary  charges 

-  Charges  for  care  which  is  not  medically  necessary 


33 


-  Expenses  incurred  before  effective  date  of  coverage 

-  Expense  incurred  after  insurance  ends 

-  Expenses  for  which  benefits  are  payable  under  a  workers'  compensation  or 
other  similar  law 

-  Expenses  for  which  benefits  are  payable  under  other  Insurance  policies  or 
government  programs,  such  as  Medicare  or  the  U.S.  Veterans  Administration 

FINANCING  HIRSP 

When  HIRSP  was  created,  there  was  an  explicit  expectation  by  the 
Legislature  that  premiums  paid  by  consumers  would  eventually  cover  the  costs 
of  claims  and  expenses  and  they  specified  that  after  a  three-year  period  of 
subsidization  to  cover  any  deficits,  provided  by  assessments  on  all  health 
insurers  doing  business  in  Wisconsin,  as  well  as  sponsors  of  self -insured 
health  plans,  the  Plan  should  become  self-sufficient. 

The  Legislature  recognized  at  the  time  that  the  issue  of  assessments 
on  self-insurers  was  a  potential  problem.    However,  the  case  law  was  not 
clear-cut  on  the  issue,  and  a  determination  was  made  to  include  self -insurers 
in  the  assessment  formula.    As  a  result  of  subsequent  litigation  (General 
Split  decision  523  F.  Supp  427)  and  Supreme  Court  decisions  which  staunchly 
held  to  the  position  that  the  states  may  not  deem  an  employe  welfare  benefit 
plan  to  be  insurance  for  any  type  of  state  regulation.  Including  assessment  of 
insurers,  the  Legislature  eliminated  self-insurers  from  the  assessment  base 
for  HIRSP. 

Since  an  estimated  one-half  of  those  who  work  in  Wisconsin  have 
employers  who  are  self-insured,  the  entire  burden  of  financing  HIRSP  was 
placed  on  HIRSP  policyholders  and  the  insurance  industry.     In  1984,  the  HIRSP 
Board  of  Governors  determined  that  this  was  an  inequitable  method  of  funding 
deficits  and  requested  that  the  Legislature  use  General  Purpose  Revenue  as  a 
funding  base  to  offset  any  losses  and  that  the  insurer  assessment  be  phased 
out  over  four  years.    The  statutory  changes  needed  to  accomplish  this  failed 
to  be  adopted  by  the  Joint  Finance  Comjnittee  as  part  of  the  1985-87  budget 
bill,  and  the  assessment  subsidy  from  insurers  was  continued. 

The  original  legislation  also  set  a  "cap"  on  subscriber  premium  rates 
for  the  first  three  years,  yielding  a  rate  of  no  more  than  130%  of  the  amount 
paid  for  standard  health  care  coverage  in  the  private  market.    In  the 
1983-85  budget  bill,  the  self-sufficient  language  was  deleted  by  the 
legislature,  requiring  continuation  of  insurer  assessment,  and  the  premium 
"cap"  was  increased  to  150%.     This  action  prevented  policyholder  premium  rate 
increases  estimated  at  370%,  which  would  have  imperiled  the  future  of  HIRSP, 
since  virtually  no  one  could  afford  to  subscribe. 
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Since  the  inception  of  HIRSP  in  1981,  participating  insurers  (more 
than  200  companies)  have  been  assessed  the  following  amounts: 

Total 


Assessment 

Premium 

1981 

$  100,000 

$  0 

1982 

1,400,000 

274,013 

1983 

2,000,000 

721,573 

1984 

1,700,000 

1,468,398 

1985 

No  assessment 

2,230,540 

1986 

750,000 

2,465,077 

1987 

1,200,000 

2,658,910 

1988 

1,900,000 

3,039,960 

1989 

(estimated)  3,000,000 

4,562,205 

It  became  increasingly  clear  to  the  HIRSP  Board  of  Governors  that  a 
number  of  individuals  who  were  medically  eligible  for  HIRSP  were  unable  to 
afford  the  premiums  and  therefore  remained  uninsured.    In  addition,  surveys  of 
policyholders  In  1982  and  1984  indicated  that  more  than  50%  had  household 
incomes  below  $12,000,  and  that  these  individuals  were  undergoing  severe 
personal  financial  hardship  to  pay  premiums.    Nearly  one-half  of  those 
responding  to  the  surveys  ended  their  HIRSP  coverage  because  they  could  not 
afford  the  premium  rates. 

The  Board  requested  that  the  Legislature  provide  GPR  funds  to  extend 
relief  to  low  Income  policyholders,  enabling  them  to  continue  their  health 
insurance  coverage.    Consistent  with  the  Legislature's  intent  to  make 
affordable  health  insurance  available  to  low  income  Wisconsin  residents,  a 
fund  was  set  up  effective  July  1,  1985  to  help  low-income  policyholders  pay 
their  HIRSP  premiums.     Eligibility  for  premium  reduction  is  based  on  an  income 
level  below  $16,500,  as  defined  by  the  Wisconsin  Homestead  Credit  Form  H.  A 
sliding  scale  of  percentage  reductions  ranges  from  17%  to  33.3%. 

In  1987,  the  Legislature  passed  an  additional  subsidy  for  reducing 
the  deductible  by  up  to  $500. 


SUBSIDY  FINANCING 
Participants 

Fiscal  Year          (End  of  Year)  Premium  Deductible 

7/85  to  6/86                603  $152,184  $  0 

7/86  to  6/87                607                   170,785  0 

7/87  to  6/88                617                   225,439  37,123 

7/88  to  6/89*           1,035                   341,785  90,402 


*Estimate 
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ELIGIBILITY 

One  of  the  critical  questions  in  HIRSP  is  to  determine  who  is 
eligible  to  participate.     Since  the  goal  is  to  provide  health  insurance  for 
those  individuals  who  are  medically  high  risk  and  have  been  rejected  in  the 
private  market,  advocacy  groups  believe  that  it  should  not  be  overly 
burdensome  for  potential  participants  to  get  into  the  HIRSP  system.  Insurers 
want  assurances  that  no  one  who  could  be  served  in  the  private  market  would  be 
lost  by  the  industry. 

There  were  lengthy  discussions  on  this  issue,  resulting  in  the    '  .'" 
following  eligibility  criteria:  •  ' 

-  Notice  of  rejection  or  cancellation  from  one  or  more  health 
insurance  companies 

-  Notice  of  a  reduction  or  limitation  in  health  insurance  coverage, 
which  substantially  reduces  coverage  when  compared  to  coverage 
available  to  persons  considered  to  be  standard  risks 

-  Notice  of  an  increase  in  premium  exceeding  the  premium  currently  in 
effect  by  50%  or  more,  unless  such  increases  apply  to  substantially 
all  the  insurer's  health  policies 

-  A  letter  from  the  applicant's  physician  describing  the  applicant's 
health  condition  (a  rejection  is  then  provided  by  the  plan 
administrator's  underwriting  department) 

A  Wisconsin  resident  under  age  65  is  eligible  to  apply  to  HIRSP  if 
any  one  of  the  above  criteria  is  met. 

In  addition,  any  condition  which  has  been  diagnosed  or  treated  in  the 
six  months  preceding  the  date  of  acceptance  into  HIRSP  will  not  be  covered  for 
the  first  six  months  an  individual  is  in  the  Plan.    Originally,  this  waiting 
period  for  coverage  of  pre-existing  conditions  was  30  days,  but  this  was 
modified  in  1983  to  reduce  both  deficits  and  increases  in  premium  rates. 

A  separate  Plan  (known  as  Plan  2)  was  devised  for  individuals  who  are 
under  age  65  and  eligible  for  Medicare  and  their  annual  deductible  is 
determined  by  an  amount  equal  to  the  Medicare  Part  A  (hospital  coverage) 
deductible. 

The  maximum  lifetime  benefit  for  any  individual  in  HIRSP  for  all 
covered  medical  treatment  combined  is  $500,000. 

WHO  ARE  THE  HIRSP  POLICYHOLDERS? 

The  HIRSP  Board  of  Governors  authorized  a  survey  of  HIRSP 
policyholders  to  obtain  their  perceptions  about  the  operation  of  the  Plan  and 
to  gather  demographic  data  about  the  current  subscriber  population.     In  July, 
1986,  survey  questionnaires  were  mailed  to  1,919  subscribers;  1,101  replies 
were  received,  yielding  a  respons'?  rate  of  57  percent. 
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Analysis  of  demographic  data  of  this  subscriber  survey  sample 
revealed  the  following: 

-  HIRSP  has  a  relatively  older  population,  with  63%  of  the  subscribers 
between  the  ages  of  50  and  65; 

-  A  majority  (58%)  of  the  subscribers  are  female; 

-  Most  (63%)  individuals  are  married; 

-  Total  household  income  is  below  $12,000  annually  for  40%  of  the  sample; 
67%  have  an  income  below  $18,000  a  year; 

-  Only  39%  of  the  sample  is  currently  employed; 

-  Subscribers'  place  of  residence  is  nearly  equally  divided  between  the 
Madison  or  Milwaukee  areas  (52%)  and  the  remainder  of  the  State  (48%). 

The  survey  results  also  detail  levels  of  satisfaction  with  HIRSP  and 
yield  information  about  the  design  and  operation  of  HIRSP  as  perceived  by 
subscribers: 

-  A  high  percentage  (59%)  found  out  about  HIRSP  through  their  insurance  agent 
and  58%  of  those  individuals  feel  that  the  agent  provided  a  clear 
explanation  of  the  Plan; 

-  Almost  all  (81%)  felt  that  the  policy  and  outline  of  coverage  are  clearly 
written;  of  those  who  reported  difficulty  understanding  the  policy,  29% 
focused  on  the  need  to  clarify  payment  of  deductible  costs; 

-  Most  respondents  (67%)  reported  a  high  level  of  satisfaction  with  claims 
service; 

-  A  bare  majority  (51%)  expressed  a  high  level  of  satisfaction  with  benefit 
coverage  levels; 

-  Only  a  small  number  (22%)  expressed  a  high  level  of  satisfaction  about  the 
premium  cost;  59%  reported  extreme  dissatisfaction  with  the  costs; 

-  A  very  high  percentage  (72%)  strongly  felt  that  the  deductible  cost  is  too 
high;  and  56%  of  all  respondents  would  be  encouraged  to  stay  in  the  plan  if 
their  deductible  were  lowered  every  year,  even  if  the  premium  went  up; 

-  Satisfaction  with  the  waiting  period  for  a  pre-existing  condition  was  at  a 
moderate  level,  with  42%  reporting  a  high  level  of  satisfaction  and  25% 
reporting  a  high  level  of  dissatisfaction. 

CONCLUSION 

The  size  of  the  HIRSP  participant  pool  fell  far  short  of  expectations 
for  the  first  six  years  of  the  program.    With  the  reduction  in  premiums 
because  of  State  subsidies  and  because  of  the  low  rate  structure,  the  plan's 
enrollment  has  increased  substantially  over  the  past  two  years  and  continued 
growth  can  be  anticipated.    The  growth  in  enrollment  results  in  a  continued 
growth  in  the  assessment  that  must  be  levied  against  the  insurance  industry. 
While  risk  sharing  plans  are  not  a  complete  solution  to  the  problem  of  high 
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risk  uninsured,  they  are  an  important  first  step  and  should  be  encouraged. 
Efforts  must  be  sought,  however,  to  equitably  share  cost  among  the  population 
and  not  place  the  entire  burden  on  the  policyholders  and  the  insured 
population.    Without  subsidies  the  experience  in  Wisconsin  shows  that  risk 
sharing  plans  are  simply  too  expensive  for  many.    Assessment  of  insurance 
companies  for  plan  deficits  places  too  great  a  burden  on  the  insured  public. 
A  broader  and  more  equitable  funding  basis  continues  to  be  the  goal  in 
Wisconsin. 
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Chairman  Stark.  Thank  you. 
Mr.  Gradison. 

Mr.  Gradison.  Thank  you  very  much,  Mr.  Chairman. 

With  regard  to  the  Wisconsin  plan,  you  have  mentioned  this  ear- 
lier discussion  as  to  whether  this  is  an  insurance  plan  or  a  social 
program. 

I  think  I  know  what  the  implications  of  that  are,  but  I  am  not 
sure.  Could  you  explain  the  way  in  which  one  decides  how  to  con- 
clude that  discussion  and  what  the  impacts  are  on  such  variables, 
as  risk  pool,  financing  and  eligibility? 

Ms.  Neujahr.  I  think  Wisconsin  made  the  decision  in  1985  that 
it  was  a  social  program.  The  State  is  assisting  individuals  at  cer- 
tain income  levels  to  participate  in  the  plan.  And  that  decision  has 
increased  plan  enrollment  substantially. 

We  were  averaging  2,000  enrollees  up  until  that  point  in  time. 
We  are  now  at  over  4,000  and  growing  at  150  individuals  a  month. 

In  addition,  Wisconsin  also  recognized  it  was  a  social  program  by 
maintaining  a  rate  level  lower  than  the  150-percent  cap  of  stand- 
ard. 

The  statutory  cap  is  at  150  percent,  but  rates  have  not  increased 
for  over  3  years  in  Wisconsin.  In  fact,  the  board  decreased  rates  10 
percent  2  years  ago. 

The  Wisconsin  Legislature  is  looking  at  the  HIRSP  Program  as 
just  one  part  of  a  larger  social  program  in  providing  insurance  for 
the  uninsured. 

We  have  over  500,000  people  in  Wisconsin  that  we  estimate  do 
not  have  insurance.  This  is  only  a  small  part  of  that  total  popula- 
tion. 

Mr.  Gradison.  It  sounds  like  the  ERISA  issue  was  not  a  major 
issue  in  the  funding  decisions  of  your  State.  Is  that  correct? 

Ms.  Neujahr.  Right.  Well,  I  think  Wisconsin  was  one  of  the  first 
plans.  So,  it  really  was  not  all  that  clear  that  what  the  ERISA  im- 
plication was  and  the  legislature  went  ahead,  basically  ignoring  it, 
and  attempted  to  assess  the  self-funded  plans. 

So  it  was  not  a  major  issue  in  the  debate  when  the  plan  was  set 
up. 

Mr.  Gradison.  Thank  you. 

Thanks  to  both  of  you  for  your  very  valuable  testimony. 
Thanks,  Mr.  Chairman. 

Mr.  Stimpson.  Ms.  Ikard,  you  bring  up  a  couple  of  features  in 
New  Mexico's  plan,  the  reciprocity  provisions  and  allowing  small 
employers  to  buy  coverage  for  high  risk  employees  through  the  risk 
pool. 

Can  you  elaborate  on  those  a  little  bit  and  speculate  as  to  why 
more  States  do  not  have  those  particular  proposals  or  features  in 
their  plans? 

Ms.  Ikard.  The  reciprocity  issue  was  not  one  that  was  really  nec- 
essary before  because  there  were  not  enough  pools  to  worry  about 
somebody  moving  into  one  of  those  States. 

But  we  had  like  13  pools  in  place  when  New  Mexico  did  it  and 
we  wanted  to  make  sure  that  if  you  had  already  qualified  in  Wis- 
consin or  somewhere  else,  if  you  came  to  New  Mexico  you  would 
not  have  to  go  uninsured  for  any  amount  of  time,  and  that  what 
we  made  it  so  that  
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Chairman  Stark.  You  have  an  increase  in  migration. 

Ms.  Ikard.  We  have  had  a  number  of  people  move  into  New 
Mexico  who  had  been  on  other  pools  and  a  number  of  people  who 
have  moved  to  New  Mexico  from  Texas  and  Arizona  just  so  that 
they  could  in  fact  get  insurance  through  the  pool. 

The  other  one  is  actually  a  mandate  on  employers  to  participate 
in  the  pool  for  their  employees.  It  is  saying  that  you  can — if  they 
are  providing  insurance  for  some  of  their  employees,  they  have  to 
provide  it  for  the  person  that  is  one  the  pool  policy.  They  cannot 
just  say,  ''You  do  not  fit  in.  You  do  not  get  any  insurance  here." 
And  that  can  easily  happen  in  New  Mexico. 

What  we  are  saying  is  that  the  employers  have  to  pay  the  same 
dollar  amount  toward  insurance  for  an  employee  with  a  high  risk 
and  his  family  as  they  do  for  somebody  that  is  not. 

Therefore,  we  are  not  making  it  a  disincentive  for  an  employer 
to  hire  someone  with  a  high  risk,  but  we  are  requiring  that  they  do 
participate  in  the  pool. 

What  we  are  seeing  now  is  with  New  Mexico's  regulations  on  no 
loss,  no  gain,  we  need  a  little  bit  more  flexibility  in  that  so  that 
more  small  employers  can  take  one  or  two  of  their  high  risk  mem- 
bers out  and  place  them  into  the  pool  because  under  our  current  no 
loss,  no  gain,  if  an  insurance  company  is  changing  insurance  plans, 
that  new  insurance  company  has  to  take  all  of  them.  They  cannot 
selectively  choose  who  they  will  insure. 

So  we  are  trying  to  get  those  regulations  changed  somewhat 
right  now. 

Chairman  Stark.  Thank  you. 

There  are  a  few  people  who  earn  their  living  and  get  their  joy  it 
seems  out  of  denying  health  insurance  to  people  who  are  disabled 
or  very  sick  and  are  unable  to  get  it  elsewhere. 

In  trying  to  reason  with  them  on  the  issues  of  conscience  which 
does  not  seem  to  be  very  effective,  can  you  shed  some  light  for  us 
on  just  dollar  savings?  Maybe  we  can  appeal  to  their  pecuniary  in- 
terests. Is  there  money  to  be  made  by  having  risk  pools? 

I  asked  the  previous  witness,  I  am  sure  you  recall,  whether  there 
was  just  certain  groups  that  comprise  the  majority  of  your  insured. 
Do  you  have  any  statistics  that  show  there  are  lower  costs  in  pri- 
vate insurance  in  your  States?  How  can  you  help  us  in  that  area? 

Ms.  Ikard.  In  New  Mexico,  we  have  only  been  selling  policies  for 
a  year  and  2  months.  So,  we  do  not  have  a  lot  of  that  background 
right  now.  We  do  know  that  the  

Chairman  Stark.  What  kind  of  support  do  you  get  from  private 
insurers  and  private  interest  groups  like  small  business  groups  and 
the  chamber  of  commerce  and  national  association? 

Ms.  Ikard.  Very  much  support.  Our  program  did  not  receive  a 
lot  of  support — I  mean  a  lot  of  negative — or  a  lot  of  opposition  in 
our  State  legislature.  Some  of  that  is  due  to  the  fact  that  we  had  30 
out  of  44  of  Senators  sponsor  the  bill  and  insurance  companies 
came  in,  looked  at  it  and  said,  ''We  are  leaving." 

We  did  not  have  any  questions  or  comments  concerning  ERISA. 
There  was  not  a  lot  of  opposition  by  insurance  companies  about 
ERISA.  What  they  did  was  negotiated  with  us  on  what  was  in  our 
pool  so  that  they  could  live  with  it.  Our  premium  tax  is  one  that 
was  come  up  with  by  the  insurance  companies. 
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Chairman  Stark.  They  recommended  it 

Ms.  Ikard.  They  recommended  it  in  it  form  now.  We  could  have 
passed  our  pool  in  New  Mexico  with  no  premium  tax  whatsoever 
credit. 

Chairman  Stark.  How  about  Wisconsin? 

Ms.  Neujahr.  Well,  in  Wisconsin  the  small  business  community 
is  concerned  with  the  plan,  since,  as  I  mentioned  before,  the  entire 
plan  deficit  is  assessed  against  the  insurance  business  and  small 
employers  generally  buy  insurance  rather  than  being  self-funded. 

So,  there  is  a  real  concern  that  the  burden  of  these  uninsured 
individuals  is  being  placed  on  the  small  business  man.  In  Wiscon- 
sin we  have  a  growing  number  of  small  businesses  not  providing 
insurance  coverage  because  of  rising  health  care  costs. 

So  there  is  a  concern  here  in  Wisconsin  over  the  impact  of  this 
plan  on  certain  segments  of  Wisconsin's  population. 

Chairman  Stark.  Is  there  any  indication  that  the  Wisconsin  plan 
lowers  the  overall  cost  of  insurance? 

Ms.  Neujahr.  There  is  no  indication  of  that.  You  would  think,  of 
course,  that  since  this  population  is  pooled  out  that  this  would 
impact  by  the  normal  marketplace.  But  the  assessment  is  placed 
back  on  the  marketplace,  and,  of  course,  the  insurance  industry 
then  raises  its  rates  to  cover  that  assessment. 

So  I  would  think  basically  it  does  not  have  a  lot  of  impact  in  Wis- 
consin. 

Chairman  Stark.  Thank  you. 
Mr.  Pickle? 

Mr.  Pickle.  Mr.  Chairman,  I  am  sorry  I  have  not  been  here  to 
hear  the  testimony. 

My  State  of  Texas  has  a  very  large  percentage  of  self-insured  em- 
ployers. Is  that  the  case  in  your  State? 

Ms.  Ikard.  Yes,  sir. 

Mr.  Pickle.  Both  of  your  States  have  a  high  percentage  of  self- 
employers? 

Ms.  Neujahr.  We  estimate  50  percent  of  Wisconsin  employees 
are  covered  by  self-funded  plans. 

Mr.  Pickle.  How  long  has  your  risk  pool  been  in  operation  in 
your  State? 

Ms.  Neujahr.  We  began  selling  policies  in  1981.  So  we  have  8 
years  of  experience. 

Mr.  Pickle.  Both  of  you,  7  or  8  years  of  experience? 

Ms.  Ikard.  No,  we  have  a  year  and  2  months  of  experience. 

Mr.  Pickle.  Now  you  set  up  your  risk  pool  on  a  basis  that  the 
States  have  the  right  to  do  that  and  you  proceeded  and  you  set  it 
in  motion. 

Have  the  risk  pool  lost  money  from  the  time  you  set  it  up  or  are 
you  solvent,  are  you  doing  all  right? 

Ms.  Ikard.  Our  pool  is  so  new.  We  have  only  about  $150,000  in 
the  year  and  2  months  that  it  has  been  in  operation.  But  we  are 
also  growing  at  a  tremendous  rate  and  have  still  lost  money.  So  we 
will  lose  money  when  we  stable  off  also.  But  we  were  projected  to 
have  like  67  people  join  us  the  first  year  and  we  have  over  500  

Mr.  Pickle.  Are  both  of  your  States  losing  money? 

Ms.  Neujahr.  Well,  we  have  had  assessments.  Of  course,  we  are 
always  solvent  because  we  assess  the  insurance  industry  for  any 
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deficit.  We  assessed  the  industry  $100,000  the  first  year  and  we 
assess  them  $3  milHon  this  coming  year. 

So,  since  we  have  the  authority  to  assess  whatever  we  need,  we 
are  solvent. 

Mr.  Pickle.  You  would  be  losing,  but  when  you  are  faced  with 
that  prospect  you  assess  the  insurance  companies  additionally. 
Ms.  Neujahr.  Yes,  just  assess  the  industry. 
Mr.  Pickle.  And,  therefore,  you  are  made  whole. 
Ms.  Neujahr.  Right. 

Mr.  Pickle.  But  at  least  you  are  financing  that  way  and  it  is 
working  satisfactory,  or  I  assume  

Ms.  Neujahr.  Well,  that  is  a  matter  of  opinion.  The  insurance 
industry,  of  course,  is  concerned  about  the  increasing  assessment. 
It  has  gone  up  dramatically  as  our  plan  has  grown. 

Mr.  Pickle.  Well,  now  are  either  of  you  testifying  that  you  would 
recommend  that  ERISA  be  changed  and  that  they  would  give  up 
their  preemption  or  exemption? 

Ms.  Neujahr.  It  is  a  concern  to  us  in  Wisconsin  because  of  the 
growing  number  of  self-funded  plans  and  we  feel  a  more  equitable 
distribution  among  the  general  population  would  be  a  much  more 
efficient  way  or  effective  way  to  finance  these  plans.  It  is  a  concern 
to  us. 

Mr.  Pickle.  Well,  I  do  not  know  what  you  mean  it  is  a  concern. 
The  general  approach  some  would  take  on  this  committee  is  that 
we  are  going  to  change  ERISA  so  that  they  would  not  be  having 
any  exemption  and  that  is  the  only  way  to  finance  it,  and  I  do  not 
know  whether  that  is  correct  or  not  and  I  question  it  at  least. 

But  your  position  is  that  you  are  concerned  about  it,  but  you  are 
not — your  purpose  of  testifying  is  just  to  explain  how  your  system 
is  working. 

Well,  I  would  think  that  is  helpful  and  it  is  interesting.  Under 
the  law,  the  States  can  establish  pools  and  many  of  the  States  are 
doing  it.  My  own  State  is  looking  at  it.  But  I  have  a  very  high  per- 
centage of  self-insurance  employers  and  my  State  has  never  been 
willing  to  change  the  law  just  for  that  purpose,  although  my  State 
might  go  that  way. 

But  I  do  not  know  whether  the  Federal  Government  should  be 
the  instrument  that  says  it  is  the  tool  or  the  vehicle  you  are  going 
to  use  to  change  the  law.  Whereas,  at  this  time,  the  States  have 
the  right.  Your  State  has  exercised  that  right  and  it  is  working  sat- 
isfactory for  you,  but  you  are  having  difficulty  in  financing  and  you 
do  it  only  by  just  hiking  the  rate  on  the  insurance  company  where 
'  it  comes  time. 

Well,  I  think  that  is  interesting.  I  do  not  know  that  I  have  got 
any  particular  suggestions,  but  I  just  want  to  make  an  observation 
that  the  right  exists  for  the  State  to  operate  it  now.  You  are  oper- 
ating your  pool.  You  think  it  is  working  satisfactorily.  I  think  that 
would  be  of  interest  to  all  the  States,  mine  included.  And  I  am 
going  to  check  that  with  my  State  to  see  what  their  response  is. 

I  thank  you,  Mr.  Chairman. 
I  Mr.  Gradison.  Would  the  gentleman  yield  briefly? 

j  Mr.  Pickle.  Yes,  I  yield. 

Mr.  Gradison.  My  understanding  of  the  problem  is  that  if  a 
State  wishes  to  have  a  non-discriminatory  tax  levied  against  both 
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those  who  have  insured  plans  and  those  who  have  self-insured 
plans,  they  cannot  do  it. 

In  other  words,  what  we  have  been  talking  about  here  in  previ- 
ous years  has  not  been  requiring  the  States  to  do  anything  but  has 
been  saying  to  a  State,  "You  can  waive  ERISA  if  you  want  to." 

Right  now  the  States  have  no  choice  but  to  exempt  the  self-in- 
sured plans  from  any  contribution  to  these  funds  at  all. 

I  am  not  raising  this,  I  assure  the  gentleman,  as  an  argument, 
but  I  just  wanted  to  make  it  clear  that  is  what  the  issue  has  been. 
Should  the  States  be  prohibited  from  reaching  these  self-insured 
plans,  which  current  law  does,  or  should  they  be  given  the  option? 

Mr.  Pickle.  But  would  the  gentleman  not  also  say  that  although 
this — that  the  legislation  that  might  be  dusted  off  and  introduced, 
that  it  would  not  be  mandatorily  requiring  it,  but  by  indirection  it 
in  fact  is  saying  that  you  are  going  to  take  away  that  exemption. 

Mr.  Gradison.  It  would  make  it  possible. 

Mr.  Pickle.  Not  necessarily,  but  it  is  the  same  thing. 

Mr.  Gradison.  It  would  make  it  possible  in  a  State  to  do  it.  One 
reason  that  I  do  not  feel  as  strong  about  this  as  I  use  to  is  that  I 
think  there  are  ways  for  a  State  to  get  around  it,  which  is  simply 
to  levy  a  payroll  tax  on  all  employers  for  all  payroll  without  any 
consideration  in  terms  of  what  they  have  in  the  way  of  health  in- 
surance, and  that  is  the  end  of  it. 

Mr.  Pickle.  There  ought  to  be  some  way  that  these  uninsured 
people  can  get  coverage. 

Mr.  Gradison.  Exactly. 

Mr.  Pickle.  I  do  not  think  any  of  us  disagree  on  that.  Under  the 
existing  law  now,  even  if  they  have  money  they  cannot  always  get 
the  coverage  and  I  do  not  think  that  it  is  right.  So  I  think  we  ought 
to  find  some  way  to  but  I  do  not  know  that  changing  ERISA  is  the 
route  that  I  would  want  to  take  it  because  indirection  we  are  doing 
the  same  thing  that  we  would  require  if  we  just  mandatorily  re- 
quired it. 

Mr.  Gradison.  If  the  gentleman  would  yield  further.  I  would  be 
especially  interested  in  knowing  what  you  do  find  out  from  your 
own  State,  which  apparently  is  considering  this,  in  terms  of  what 
the  pros  and  cons  are  and  what  the  problems  are  as  they  see  it  in 
your  State. 

Mr.  Pickle.  Well,  part  of  the  States  are  looking  at  it  and  I  had 
reservations  it  can  be  very  expensive  if  you  go  certain  routes  and 
that  would  be  harmful  to  my  State,  my  own  State.  We  are  not 
trying  to  be  tougher  or  better  than  anybody  else.  We  just  know 
that  if  this  change  were  made  I  have  a  feeling  it  would  be  very  ex- 
pensive for  my  State.  So  I  think  a  lot  of  States  are  concerned  about 
that  and  it  is  a  very  normal  reservation  they  have. 

Mr.  Gradison.  Indeed  it  is. 

Mr.  Pickle.  Not  because  we  do  not  want  to  see  coverage  because 
somehow  we  ought  to  do  it,  but  I  have  reservations  about  this  par- 
ticular approach.  But  I  have  not  seen  the  specific  approach  yet.  We 
will  be  watching  for  it. 

Chairman  Stark.  In  your  States  of  Wisconsin  or  in  New  Mexico, 
was  the  question  of  a  payroll  tax  ever  considered  as  an  option  and 
thereby  enabling  self-insured  employers  to  participate  in  that? 
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Ms.  Ikard.  In  New  Mexico,  our  pool  is  not  subsidized.  So  it  is 
strictly  to  those  people  who  can  afford  above  market  rates.  And  we 
only — the  only  thing  that  our  legislature  considered  was  to  assess 
insurance  companies  because  they  felt  that  it  was  the  failure  of  the 
insurance  company  in  providing  coverage  for  this  particular  popu- 
lation. 

If  you  get  into  dealing  with  those  who  cannot  afford  it,  then  our 
State  thought  that  it  was  more  of  a  social  issue  and  that  there 
needs  to  be  some  different  funding  for  that. 

Ms.  Neujahr.  Wisconsin  is  considering  a  bill  right  now  for  a  pay- 
roll tax  against  all  employers. 

Chairman  Stark.  The  thing  that  I  would — and  see  if  New  Mexico 
considered  this — it  occurs  to  me  that  if  you  assess  the  insurance 
companies,  it  is  a  matter  of  indifference  it  seems  to  me  whether 
you  charge  the  employee  who  has  insurance  or  you  charge  that  em- 
ployee's insurance  company,  who  will  add  it  to  the  premium.  But 
what  you  do  in  New  Mexico  is  that  those  companies  that  do  not 
buy  insurance  because  they  are  self-funded  are  left  out  of  the  re- 
sponsibility of  paying. 

Did  you  discuss  that  in  New  Mexico  as  to  the  equity? 

Ms.  Ikard.  That  is  an  issue  that  was  occasionally  and  it  is  not  a 
real  concern  because  our  

Chairman  Stark.  The  bad  guys  won. 

Ms.  Ikard.  The  majority  of  our  people  in  New  Mexico  are  the 
small  employers.  An  employer  tax  in  New  Mexico  would  not  pass 
our  legislature.  Anything  to  keep  those  small  employers  solvent  is 
what  we  are  concerned  about  in  New  Mexico. 

So  it  is  not  really  equitable  the  way  it  is  set  up  right  now. 

Chairman  Stark.  Mr.  Coyne. 

Mr.  Coyne.  I  have  no  questions. 

Chairman  Stark.  Mr.  Moody. 

Mr.  Moody.  No,  no  questions.  I  am  sorry  I  could  not  be  here  for 
all  of  the  testimony,  but  I  appreciate  the  witness  from  Wisconsin 
being  here  and  I  am  studying  her  testimony  with  interest. 

Ms.  Neujahr.  Thank  you. 

Chairman  Stark.  I  want  to  thank  both  of  you  for  your  participa- 
tion today.  It  has  been  very  helpful  to  us  and  we  look  forward  to 
working  with  you  as  we  try  and  see  if  we  can  solve  this  problem  for 
other  States. 

Thank  you  very,  very  much 

Ms.  Ikard.  Thank  you. 

Chairman  Stark.  Our  next  panel  is  comprised  of  two  witnesses 
from  the  insurance  industry.  We  are  pleased  to  welcome  Mr.  Jim 
Dorsch,  the  Washington  counsel  for  the  Health  Insurance  Associa- 
tion of  America  and  Ms.  Mary  Nell  Lehnhard,  the  vice  president  of 
the  Blue  Cross  and  Blue  Shield  Association. 

Welcome  back  to  the  committee.  Why  don't  you  proceed  in  the 
order  in  which  you  appear  on  the  witness  list,  Jim  lead  off  and  en- 
lighten us  in  any  manner  you  are  comfortable. 
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STATEMENT  OF  JAMES  A.  DORSCH,  WASHINGTON  COUNSEL, 
HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA 

Mr.  DoRSCH.  Thank  you  very  much,  Mr.  Chairman.  I  will  submit 
our  statement  for  the  record  and  I  hope  you  will  take  note  that  we 
do  have  hopefully  a  brand  new  proposal,  which  is  designed  to  help 
cut  the  gordian  knots  which  you  have  so  well  displayed  this  morn- 
ing. 

It  is  in  fact  a  real  honor  and  a  pleasure  and  privilege  to  be  here 
on  this  particular  subject,  and  I  want  to  commend  you  for  your 
leadership,  as  well  as  Mr.  Gradison,  Mrs.  Kennelly,  and  Mr. 
Matsui,  and  Mr.  Rangel,  who  were  all  sponsors  of  the  very  first 
risk  pool  bill  before  this  committee  in  1985. 

The  HIAA  has  long  been  a  supporter  of  State  pools  for  uninsur- 
able individuals  in  order  to  guarantee  the  availability  of  health  in- 
surance to  all  Americans. 

I  do  not  mean  to  upstage  Mr.  Trippler  at  all,  but  he  talked  about 
1975  when  the  insurance  industry  as  well  as  Mr.  Trippler  support- 
ed the  passage  of  the  first  risk  pool  law  in  Connecticut. 

I  first  became  involved  in  this  issue  long  before  that,  and  that 
was  at  least  21  years  ago  when  I  was  a  young  staffer,  with  hair,  I 
might  add.  [Laughter.] 

With  Senator  Abraham  Ribocoff  in  the  late  1960's,  when  a  Con- 
necticut insurer  brought  the  idea  into  the  office  and  suggested  it  as 
a  mechanism  for  guaranteeing  availability. 

Unfortunately,  it  has  always  gotten  subsumed  in  larger  issues, 
larger  problems,  trying  to  solve  all  the  problems  encompassed  in 
national  health  insurance.  In  the  meantime,  that  very  small  por- 
tion of  the  population,  people  who  have  the  ability  to  pay  for  insur- 
ance, want  insurance,  want  protection,  and  are  unable  to  buy  it, 
have  been  cut  out  of  the  system.  And  that,  we  feel,  is  unconscion- 
able. 

To  answer  the  question  your  raised  directly,  Mr.  Chairman,  as  to 
what  happens  in  the  Senate,  the  employer  community,  who  of 
course,  must  speak  for  themselves,  surfaced  some  real  concerns  in 
the  last  several  years. 

One  of  the  concerns,  like  the  concern  expressed  by  the  witness 
from  Wisconsin,  is  that  the  State  pools  would  become  a  blank 
check,  used  to  solve  all  the  problems  of  all  the  uninsured.  That  is  a 
very  real  concern. 

The  other  concern  is  with  the  erosion  of  ERISA.  Now  ERISA  ini- 
tially created  our  financing  problem,  but  we  have  to  recognize  they 
have  a  real  concern. 

Over  the  last  decade,  the  States  had  enacted  close  to  700,  if  not 
more  than  700,  State  mandatory  benefit  laws,  which  really  drive 
up  the  cost  of  insurance. 

The  employers  are  very  sensitive  about  any  erosion  of  the  ERISA 
pre-emption  of  these  laws  and  we  certainly  sympathize.  As  a 
matter  of  fact,  the  insurance  community  feels  very  strongly  that 
the  pre-emption  of  these  laws  should  also  be  extended  to  the  small 
insured  employers  as  well  as  the  self-insured  employer. 

Mr.  Gradison.  Jim,  on  that  point,  is  the  concern  then  on  the 
part  of  the  large  self-insured  employers  more  that  this  is  a  foot  in 
the  door  for  possible  other  changes  in  ERISA,  or  is  it  limited  to  a 
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concern  about  the  State  risk  pool  aspect,  as  you  understand  their 
objection? 

Mr.  DoRSCH.  Well,  I  think  their  objection  is  twofold;  one,  that  it 
is  a  blank  check  to  solve  the  problem  of  all  the  37  million  unin- 
sured. And  they  are  already  concerned,  and  rightly,  with  the  high 
cost  of  health  care,  which  drives  all  of  these  problems.  Second,  that 
it  is  in  fact  a  foot  in  the  door  which  will  lead  them  down  the  pike 
of  all  those  special  interest  groups  that  want  to  get  their  own  pro- 
vider service  covered,  from  pastoral  counseling  to  in  vitro  fertiliza- 
tion, wigs,  mental  health  benefits,  a  myriad  of  benefits,  many  of 
which  are  good  things,  but  if  you  put  them  all  together,  you  have 
got  a  Cadillac  plan  that  is  very  unaffordable. 

What  we  have  tried  to  do  is  to  come  up  with  a  new  proposal,  a 
new  modification  of  the  proposals  that  we  had  long  supported  in 
the  past,  which  you  yourself,  Mr.  Gradison,  Mr.  Stark,  have  cospon- 
sored,  which  would  also  meet  the  problems  raised  by  Mr.  Pickle. 
That  proposal  would  meet  these  problems  by  restricting  the  pools 
to  truly  uninsurables,  would  avoid  any  erosion  of  ERISA,  does  not 
single  out  in  anyway  employer  provided  plans,  is  voluntary  on  the 
States,  and  still  guarantees  a  State  pool  in  every  State. 

To  accomplish  that  we  would  have  the  Secretary  set  up  a  pool  in 
any  State  that  does  not  choose  to  set  up  a  State  pool,  and  then 
have  any  losses  funded  out  of  Federal  health  funds  which  would 
otherwise  be  spent  in  the  State. 

Admittedly,  this  does  not  address  many  of  the  other  major  prob- 
lems. It  does  not  provide  coverage  for  the  low-income  population.  It 
does  not  guarantee  that  all  Americans  will  be  covered  by  insur- 
ance. It  does  not  address  the  high  cost  of  health  care,  which  does 
drive  these  problems,  but  it  will  guarantee  the  availability  of 
health  insurance  to  all  Americans  who  are  willing  and  able  to  help 
themselves,  if  given  a  chance,  and  that  in  itself,  I  think,  is  a  real 
achievement. 

If  we  can  help  you  any  further  in  any  way,  we  would  certainly 
want  to  do  so. 

[The  statement  of  Mr.  Dorsch  follows:] 


21-748  -  89  -  4 
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STATEMENT  OF  JAMES  A.  DORSCH 
WASHINGTON  COUNSEL 
HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA 

Good  morning,  Mr.  Chairman,  and  members  of  the  Subcommittee. 
I  am  James  A.  Dorsch,  Washington  Counsel  for  the  Health  Insurance 
Association  of  America.     HIAA  is  a  trade  association  representing 
some  3  50  insurance  companies  who  write  approximately  40  percent  of 
the  health  insurance  in  this  country. 

We  appreciate  this  opportunity  to  comment  on  making  health 
insurance  available  for  persons  considered  uninsurable  due  to  poor 
health.     We  particularly  commend  you.  Chairman  Stark,  and  Ways  and 
Means  members  Kennelly,  Gradison,  Rangel  and  Matsui  for  your  past 
leadership  on  this  issue.     With  your  help  we  believe  we  can  make 
private  health  coverage  available  to  those  Americans  who  might 
otherwise  be  denied  insurance  because  of  poor  health. 

Mr.  Chairman,  th!i  Health  Insurance  Association  of  America  has 
long  supported  Federal  legislation  to  encourage  states  to 
establish  state  pools  for  otherwise  uninsurable  Americans.  We 
have  actively  supported  such  a  measure  sine  the  late  1960 's  as  a 
key  building  block  in  efforts  to  bridge  existing  gaps  in  coverage. 

We  recognize  that  in  many  cases  those  unable  to  obtain 
health  coverage  are  middle  class  Americans,  willing  and  able  to 
pay  for  insurance  but  who  are  unable  to  obtain  it  because  of  poor 
health.  This  inability  to  obtain  adequate  insurance  has  serious 
consequences  not  only  for  these  individuals  but  for  their  families 
as  well. 

Before  continuing,   I  should  point  out  that  the  concern  here 
is  focused  on  a  relatively  small  fraction  of  the  population,  and 
that  the  vast  majority  of  working  Americans  are  already  covered  by 
health  insurance.     We  estimate  that,  at  the  end  of  1987, 
approximately  160  million  persons  under  age  65,   including  spouses 
and  children,  were  covered  by  one  or  more  forms  of  private  health 
protection.     Ninety-two  percent  were  covered  by  employee  group 
insurance,  usually  without  individual  medical  underwriting.  About 
nine  percent  were  covered  by  individual  health  insurance  policies. 
These  individual  policies  will  generally  continue  coverage  for 
persons  with  health  problems  once  purchased,  but  in  accordance 
with  general  insurance  principles  must  have  been  purchased  while 
the  buyer  was  in  good  health.     Thus,   some  individuals,   such  as 
those  not  eligible  for  group  or  group  conversion  coverage  and 
those  never  having  been  in  good  health,  may  fall  between  the 
cracks . 

The  fact  that  the  great  majority  of  Americans  do  have  some 
type  of  insurance  coverage,  however,  provides  little  comfort  to 
those  who  must  go  without.     In  this  vein  we  see  no  reason  not  to 
cover  everyone  who's  willing  to  pay.     Thus  state  high  risk  pools 
are  designed  to  be  the  insurer  of  last  resort  for  individuals  who 
want  health  insurance  protection  and  currently  can't  get  it  in 
today's  health  insurance  market  place. 

Sixteen  states  currently  have  some  form  of  health  insurance 
pool  for  uninsurables.     In  1975  the  HIAA  supported  the  creation  of 
the  first  state  risk  pool  in  Connecticut.     Because  of  this  pool 
there  are  now  no  uninsurables  in  Connecticut.     The  latest  pool 
created  was  in  Georgia  under  legislation  just  signed  into  law  by 
its  governor  in  April  of  this  year.     The  other  states  include 
Illinois,  Wisconsin,  Florida,  Indiana,  Iowa,  Minnesota,  Montana, 
Nebraska,  North  Dakota,     Tennessee,  Washington,  Oregon,  New 
Mexico,  and  Maine. 

Mr.  Chairman,  past  legislative  proposals  considered  by  this 
committee  have  run  into  strong  employer  opposition  because  of 
several  very  understandable  concerns.     One  concern  was  that  these 
pools  were  to  be  a  device  to  put  the  entire  cost  of  covering  the 
37  million  uninsured  Americans  on  employers  already  covering  their 
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own  workers  and  concerned  about  the  rising  cost  of  doing  so.  (The 
HIAA  has  a  more  comprehensive  proposal  for  this  larger  problem 
which  it  has  already  presented  to  this  committee.)     Another  was 
that  the  protection  afforded  self-insured  plans  by  the  Employee 
Retirement  Income  Security  Act  from  the  approximately  7  00  state 
mandatory  benefit  laws  would  be  eroded.     We  totally  agree  that 
such  protection  is  critical  to  the  success  of  employee  plans, 
should  be  retained,  and  strongly  urge  that  the  same  protection  be 
extended  to  small  employers  with  insured  plans. 

We  believe,  however,  that  legislation  can  be  crafted  which 
meets  these  very  legitimate  concerns  and  which  still  meets  the 
goals    of  the  original  state  pool  proposals.     To  that  end  we  are 
submitting  to  you,  at  the  end  of  this  statement,     a  modified 
proposal  which  does  that  by: 

restricting  the  pool  to  the  truly  uninsurable; 

avoids  any  erosion  of  ERISA; 

does  not  single  out  employer-provided  health  plans; 
is  voluntary  on  the  states;  and 

will  guarantee  a  pool  in  every  state  with  no  employer 
involvement  or  penalty  .    .    .   if  a  state  does  not  act, 
the  Secretary  of  HHS  can  designate  one  in  that  state 
with  losses  to  be  funded  by  a  redistribution  of 
existing  Federal  funds. 

Mr.  Chairman,  we  believe  this  is  a  workable  proposal. 
Admittedly,   it  does  not  address  the  high  cost  of  health  care.  It 
does  not  provide  coverage  to  the  low-income  population.     It  does 
not  guarantee  that  all  Americans  will  be  covered  by  health 
insurance.     It  does,  however,  guarantee  the  availability  of  health 
insurance  to  all  Americans  who  are  willing  and  able  to  help 
themselves  if  given  the  opportunity  -  and  that  is  no  small 
achievement  in  itself. 

Attached  is  summary  of  our  proposal  along  with  the  full  text 
of  suggested  bill  language. 

We  thank  you  for  your  consideration  and  for  this  opportunity 
to  testify.     We  will  of  course  be  of  any  further  assistance  that 
we  can  with  regard  to  this  important  legislation. 
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Legislative  Specification 


State  Pools  for  Uninsurable  Individuals 


General  Concept 

1.  All  states  would  be  encouraged  to  enact  a  qualified 
state  pool  for  uninsurable  individuals. 

2.  In  the  absence  of  action  by  the  states,  the  Secretary  of 
HHS  would  establish  a  Federal  Residual  pooling 
mechanism. 

Definition  of  a  Qualified  Pool 

1.  The  pool  would  be  a  non-profit  corporation. 

2.  Coverage  would  be  available  only  to  individuals  who  are 
uninsurable.     Uninsurability  would  have  to  be 
demonstrated  by: 

(a)  Rejection  for  insurance  by  two  insurers; 

(b)  Inability  to  obtain  coverage  at  less  than  the  pooled 
rate. 

Individuals  eligible  for  employer  plans  would  not  be 
eligible. 

3.  The  pool  would  be  required  to  offer: 

(a)  A  lower  cost  plan  providing  Medicare  services  with 
a  deductible  of  not  less  than  $500,  and  an  out-of- 
pocket  maximum  of  not  more  than  $2,000  per 
individual ; 

(b)  A  plan  equivalent  to  the  plan  provided  to  state 
employees ; 

(c)  The  pool  could  choose  to  offer  other  programs  as 
well . 

All  plans  would  have  to  have  cost  containment  features. 

4.  The  premium  rate  would  be  set  at  150  percent  of  the 
average  premium  for  comparable  individual  coverage. 

5.  Excess  losses  of  the  pool  would  be  financed  only  by: 

(a)  State  general  revenues; 

(b)  Any  other  broad-based  funding  mechanism  which  does 
not  assign  losses  disproportionately  to  any 
individual  or  corporate  entity  (e.g.,  assessments 
against  insurers  with  a  premium  tax  offset; 
assessments  against  all  employers  with  offsets 
against  state  income  or  employment  taxes) . 

6.  Medicare  beneficiaries,   inmates  of  public  institutions 
and  individuals  eligible  for  Medicaid  would  not  be 
eligible  for  the  pool. 

7.  The  pool  would  be  required  to  have  a  preexisting 
condition  limitation  for  6  months. 
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8.  The  pool  would  be  governed  by  a  board  of  directors, 
composed  of  representatives  of  the  business  community, 
labor,   insurers  and  government  officials. 

9.  The  state  insurance  commissioner  would  be  responsible 
for  the  supervision  of  the  pool's  operation. 


Residual  Federal  Pooling  Mechanism. 


1.  If  a  state  fails  to  enact  a  qualified  state  pool,  the 
Secretary  of  HHS  would  be  required  to  establish  a  . 
qualified  pool  in  that  state. 

2.  Benefits,  eligibility  and  premium  restrictions  would  be 
identical  to  the  requirement  of  a  state  qualified  pool. 

3.  Excess  losses  would  be  funded  by  a  combination  of: 

(a)  A  pro-rata  reduction  in  Medicaid  matching  funds. 
If  the  Federal  matching  percent  for  a  state  was  50 
percent,  then  50  percent  of  the  excess  losses  would 
be  funded  from  Federal  Medicaid  matching  funds;  and 

(b)  The  remaining  assessment  would  come  from  a 
reduction  in  the  Federal  contribution  to  the 
state's  administration  of  its  unemployment 
compensation  program. 


Health  Insurance  Association  of  America 


May  25,  1989 
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A  bill  to  provide  incentives  for  the  establishment  of 
statewide  insurance  pools  to  provide  health  insurance  to  high  risk 
individuals. 

Be  it  enacted  by  the  Senate  and  the  House  of  Representatives 
in  Congress  assembled, 

SECTION  1.    SHORT  TITLE 

This  Act  may  be  cited  as  the  "Health  Insurance  Availability 
Act  of  1989." 

SECTION  2.      FINDINGS  AND  DECLARATION  OF  PURPOSE 

(a)  Findings.  -  The  Congress  finds  that  - 

(1)  there  is  a  significant  number  of  persons  not 
covered  by  health  insurance  who,  because  of  health  conditions, 
cannot  qualify  for  health  insurance; 

(2)  the  unavailability  of  coverage  to  such  persons  may 
adversely  affect  the  availability  of  health  care  to  them; 

(3)  the  lack  of  adequate  health  insurance  for  such 
persons  jeopardizes  the  viability  of  health  care  financing, 
increases  the  likelihood  that  such  persons  will  become  eligible 
for  Medicaid,  and  aggravates  the  bad  debt  and  cash  flow  problems 
of  health  care  providers; 

(b)  Purposes.   -  The  purpose  of  this  Act  is  to  - 

(1)  encourage  states  to  establish  pooling  mechanisms 
for  such  persons  resident  in  each  state; 

(2)  provide  for  broad-based  funding  for  such  pooling 
mechanisms ; 

(3)  establish  standards  of  qualification  for  such 
pooling  mechanisms;  and 

(4)  provide  for  the  creation  of  a  federal  residual 
pooling  mechanism  for  persons  in  those  states  which  fail  to  enact 
pools . 

SECTION  3.      DESCRIPTION  OF  STATEWIDE  INSURANCE  POOLS 

(a)  Qualified  statewide  insurance  pools.  -  The  term 
"qualified  statewide  insurance  pool"  means  any  organization  which- 

(A)  Is  a  nonprofit  corporation  established  pursuant  to 
and  regulated  by  state  law; 

(B)  Makes  health  insurance  available,  with  regard  to 
health  conditions,  to  all  residents  of  the  state  who  does  not  have 
coverage  at  least  equivalent  to  the  pool  coverage  available 
through  an  employer  as  an  employee  or  dependent  of  an  employee  and 
who  have  been  - 

(i)  rejected  by  two  or  more  insurers  for  coverage 
substantially  similar  to  the  pool  coverage;  or 

(ii)  offered  coverage  with  material  underwriting 
restriction;  or 

(iii)   offered  coverage  at  a  premium  rate  equal  to  or 
greater  than  the  pool  rate. 
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Medicare  beneficiaries,   inmates  of  public  institutions 
and  individuals  eligible  for  health  care  benefits  under  Title  XIX 
of  the  Social  Security  Act  shall  not  be  eligible  to  enroll  in  the 
pool . 

(C)  The  coverage  options  provided  by  the  pool  shall 

include: 

(i)  a  health  insurance  plan  covering  services 
identical  to  those  covered  by  Medicare  except  such 
coverage  shall  have  a  deductible  of  not  less  that 
$500.00  and  an  out-of-pocket  limit  of  not  more  than 
$2,000  per  individual.     The  deductible  and  out-of- 
pocket  maximum  shall  be  indexed  annually  by  the 
amount  equivalent  to  the  growth  in  the  Consumer 
Price  Index  (CPI) ; 

(ii)  a  health  insurance  plan  with  levels  of  coverage 
and  cost  containment  provisions  available  to 
employees  of  state  government; 

(iii)   such  other  plans  as  the  directors  of  the  state  pool 
decide. 

The  pool  shall  require  a  hospital  pre-certification, 
utilization  review  program,  and  second  opinions  for  designated 
surgical  procedures  and  such  other  cost  containment  procedures  as 
may  from  time  to  time  be  proven  effective. 

(D)  Insurance  provided  by  the  pool  shall  deny  coverage 
for  covered  services  for  preexisting  conditions  for  the  earlier  of 
90  days  which  ends  while  the  individual  or  his  dependent  is 
insured  during  which  he  receives  no  treatment,   incurs  no  expenses 
and  receives  no  diagnosis  from  a  physician,  or  six  months  during 
which  the  individual  or  his  dependent  is  continuously  insured. 

(E)  The  pool  shall  charge  a  pool  premium  rate  of  150 
percent  of  the  average  premium  rate  for  comparable  individual 
standard  risks  in  the  state  for  comparable  coverage.     The  pooled 
premium  rate  may  reflect  the  age,   sex  and  family  composition  of 
the  insured  and  the  location  at  which  the  insured  and  the 
insured's  dependents  are  expected  to  normally  receive  medical 
care. 

Nothing  in  this  paragraph  shall  be  construed  as 
preventing  a  state  or  other  entity  from  providing  for  payment  of 
part  or  all  of  the  premium  of  an  enrollee  and  from  varying  the 
amount  of  such  payment  based  on  the  enrollee 's  income  or  other 
basis . 

(F)  Pool  losses,  if  any,  shall  be  financed  by  - 

(i)  revenues  from  the  state; 

(ii)  any  other  broad-based  funding  mechanism  which  does 
not  assign  losses  disproportionately  to  any 
individual,  corporation  or  industry  group. 

(G)  Shall  be  governed  by  a  Board  of  Directors  with 
representation  from  business,  labor  and  the  insurance  industry 
under  the  supervision  of  the  state  agency  responsible  for  the 
regulation  of  insurance  programs. 

SECTION  4.   ACTION  BY  STATES  TO  ESTABLISH  POOLS 

(a)     Each  state  is  encouraged  to  establish  a  statewide 
pooling  mechanism  by  January  1,  1993,  provided  however  that  any 
state  may  arrange  to  make  available  the  statewide  insurance  pool 
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of  another  state  to  citizens  of  its  state  provided  such  pools  meet 
the  description  of  a  statewide  insurance  pool  as  defined  in 
Section  3  above. 

(b)     If  by  January  1,   1993,  any  state  has  failed  to 
establish  a  statewide  insurance  pool  in  accordance  with  the 
specifications  of  Section  3  above,  the  Secretary  of  the  Department 
of  Health  and  Human  Services  shall  create  a  pool  which  meets  the 
criteria  outlined  in  Section  3  above,  except  that  losses  of  the 
federal  pool  shall  be  financed  in  part  by  reducing  funds  otherwise 
available  to  the  state  under  Title  XIX  of  the  Social  Security  Act. 
The  percentage  of  such  losses  financed  from  Title  XIX  funds  shall 
be  equivalent  to  the  federal  matching  percentage  contribution  in 
effect  at  that  time.     The  residual  percentage  of  such  losses  not 
financed  from  Title  XIX  funds  shall  be  financed  by  a  reduction  in 
the  Federal  grants  to  such  state  for  the  administrative  costs  of 
operating  the  unemployment  compensation  insurance  system  under 
Chapter  23  of  the  Internal  Revenue  Code. 

SECTION  5.      EFFECTIVE  DATE 

(a)  IN  GENERAL.     The  provisions  of  this  Act  shall  be 
effective  on  January  1,  1993. 

(b)  EXCEPTION  FOR  CERTAIN  STATES.  - 

(1)   IN  GENERAL.   -  In  the  case  of  a  state  in  which 
the  first  regular  state  legislative  session  does  not  end  before 
January  1,  1993,  the  amendments  made  by  this  section  shall  apply 
to  years  beginning  on  or  after  the  first  January  1  that  occurs 
after  the  close  of  the  first  regular  state  legislative  session  of 
the  state. 

(2)    FIRST  REGULAR  STATE  LEGISLATIVE  SESSION 
DEFINED.  -  In  subparagraph  (A) ,  the  "first  regular  state 
legislative  session"  refers  to  the  first  regular  session  of  a 
state  legislative  that  begins  after  the  date  of  the  enactment  of 
this  Act. 


May  23,  1989 
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STATEMENT  OF  MARY  NELL  LEHNHARD,  VICE  PRESIDENT,  BLUE 
CROSS  AND  BLUE  SHIELD  ASSOCIATION 

Ms.  Lehnhard.  Mr.  Chairman  and  members  of  the  committee, 
the  Blue  Cross  and  Blue  Shield  organization  shares  your  commit- 
ment to  extending  protection  to  people  who  cannot  buy  private 
health  insurance  and  we  think  that  State-run  risk  pools  are  an  im- 
portant way  to  increase  access  to  care  for  these  people. 

However,  we  believe  that  the  need  for  these  pools  clearly  varies 
on  a  State-by-State  basis.  We  believe  that  where  an  insurance  car- 
rier, any  insurance  carrier,  is  willing  to  offer  coverage  to  any 
person  regardless  of  their  medical  condition — from  diabetes  to 
AIDS — that  you  do  not  need  a  State  subsidized  pool  and  all  the  po- 
litically charged  issues  that  go  along  with  that  debate. 

If  such  private  sector  coverage  is  not  available,  we  like  the 
HIAA,  support  a  voluntary  approach  to  establishing  State  risk 
pools.  With  respect  to  financing,  we  certainly  agree  with  every- 
thing that  has  been  said  today. 

The  best  possible  financing  approach  is  general  revenues.  If  an 
assessment  based  approach  is  decided  on  by  the  State,  we  would 
support  all  employers  contributing  to  the  financing  of  the  losses, 
not  just  those  who  offer  health  benefits. 

However,  I  would  note  that  States  have  not  been  very  successful 
at  using  general  revenues  to  finance  State  risk  pools  and  they  have 
either  been  unwilling  or  unable  to  get  all  employers  to  participate. 
So  it  has  fallen  to  employers  with  insured  benefits  to  finance  these 
pools  and  this  is  one  more  thing  that  is  driving  more  and  more  em- 
ployers to  self-funding  their  employee  health  benefits. 

We  support  limiting  the  eligibility  of  these  pools  to  those  people 
who  cannot  purchase  private  coverage.  This  is  really  the  principal 
purpose  of  the  pools.  The  size  of  the  eligible  population  has  a  direct 
impact  on  pool  financing  which  you  have  heard  today,  is  always  a 
politically  charged  issue. 

Any  broadening  of  the  eligibility  base  is  going  to  make  clear  to 
the  employer  community  that  more  subsidy  and  more  dollars  are 
going  to  be  necessary.  This  will  increase  the  difficulty  of  getting 
these  pools  passed  in  the  State  and  we  have  seen  this  in  every 
State  that  has  debated  this  issue. 

Finally,  I  would  mention  two  of  our  recommendations  regarding 
the  design  of  these  pools. 

First,  we  think  that  States  should  be  allowed  to  continue  to  use 
reasonable  waiting  periods.  We  are  very  concerned  that  without 
waiting  periods,  and  you  have  waiting  periods  in  Medicare  for  this 
reason,  people  will  buy  pool  coverage  when  they  need  it  and  drop  it 
when  they  do  not  need  it  any  longer.  If  this  behavior  were  allowed, 
you  would  lose  any  semblance  of  spreading  the  risk  in  subsidizing 
the  healthy  for  a  period,  at  least  in  this  case,  subsidizing  or  using 
services. 

Your  cost  would  increase  dramatically  and  we  have  examples  of 
State  pools  that  have  tried  that.  Second,  we  think  that  the  States 
should  be  at  least  allowed  to  base  their  premiums  on  standard  indi- 
vidual rates  rather  than  group  rates. 

Basing  the  coverage  on  group  rates  might  reduce  the  cost,  but 
again,  you  are  going  to  get  employers  concerned  about  a  higher 
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subsidy  level  and  there  is  always  that  tradeoff  between  cost  and 
the  politics  of  getting  it  past. 

In  conclusion,  we  support  what  you  are  doing.  We  would  like  to 
continue  to  work  with  you  on  the  amendments  and  we  hope  that 
something  can  be  passed  this  year. 

[The  statement  of  Ms.  Lehnhard  follows:] 
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TESTIMONY  OF  MARY  NELL  LEHNHARD,  VICE  PRESIDENT 
BLUE  CROSS  AND  BLUE  SHIELD  ASSOCIATION 


Mr.  Chairman,   and  Members  of  the  Committee,   I  am  Mary  Nell 
Lehnhard,  Vice  President  of  the  Blue  Cross  and  Blue  Shield 
Association.     I  am  appearing  at  this  hearing  on  behalf  of  the 
nation's  75  Blue  Cross  and  Blue  Shield  Plans. 

The  issue  which  this  Committee  is  considering  today — how  to 
provide  health  coverage  for  those  who  are  unable  to  purchase 
needed  health  insurance  coverage — is  a  matter  of  great  concern 
for  this  country  and  for  the  Blue  Cross  and  Blue  Shield 
organization.     While  we  recognize  that  the  people  who  are 
unable  to  purchase  health  insurance  because  of  an  existing 
medical  condition  represents  only  a  fraction  of  the  uninsured, 
we  believe  that  assuring  access  to  care  for  these  individuals 
is  an  important  first  step  in  expanding  access  to  care  for 
everyone . 

Over  the  past  several  years,  Mr.  Chairman,  you  have  introduced 
legislation  that  would  make  available  health  insurance  for  high 
risk  populations  through  state-sponsored  risk  pools.  We 
commend  you  for  drawing  attention  to  this  issue,   and  we  share 
your  commitment  to  extending  health  insurance  protection  to 
this  vulnerable  population. 

My  testimony  today  will  focus  on  the  following  points: 

o      The  importance  of  retaining  a  voluntary  approach  to  the 
establishment  of  state  risk  pools; 

o      The  importance  of  using  broad-based  mechanisms  to  finance 
state  risk  pool  losses; 

o      The  need  to  limit  state  risk  pool  eligibility  to 

individuals  who  could  not  otherwise  purchase  private 
coverage  because  of  a  medical  condition; 

o      The  need  to  maintain  states'   flexibility  in  the  design  of 
state  risk  pools;  and 

o      The  important  role  the  federal  government  can  play  in 
encouraging  the  adoption  of  state  risk  pools  for  the 
medically  uninsurable. 

The  Nature  of  State  Risk  Pools.     While  we  believe  that  state 
risk  pools  are  one  means  to  increase  access  to  care,   the  need 
for  such  pools  clearly  varies  on  a  state-by-state  basis.  Many 
of  our  Blue  Cross  and  Blue  Shield  Plans — 21  Plans  in  12 
states — accept  all  applicants,  either  during  an  open  enrollment 
period  or  on  a  continuing  basis,   regardless  of  the  applicant's 
medical  status.     Thus,   states  with  insurance  carriers  that 
offer  open  enrollment  coverage  have  no  need  to  establish  a 
publicly  subsidized  risk  pool. 

However,   if  such  private  sector  coverage  is  not  available  to 
high-risk  individuals,  we  support  the  voluntary  establishment 
of  state  risk  pools  to  assure  the  availability  of  health 
insurance  coverage  for  this  population. 

Financing .     Because  of  the  high-risk  nature  of  this  population, 
very  few  individuals  would  be  able  to  afford  risk  pool  coverage 
if  premiums  were  based  on  the  expected  cost  of  providing 
coverage.     In  recognition  of  this  problem,   all  16  states  that 
have  enacted  risk  pool  legislation  have  capped  premiums  at  some 
percentage  of  standard  individual  coverage  and  included  an 
additional  source  of  financing  for  the  resultant  losses. 

In  12  of  these  states,  pool  losses  are  financed  through 
assessments  on  insurers.     Seven  of  these  states  provide  offsets 
for  these  assessments  against  insurers'  state  tax 
liability — financing  the  losses  through  state  general  revenues, 
albeit  indirectly.     A  major  concern  with  this  financing 
approach  is  the  possibility  that  states  may  repeal  existing  tax 
offsets  if  faced  with  financial  pressure  from  an  escalation  in 
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risk  pool  losses  or  a  downturn  in  states'  economic  condition. 
Such  action  would  leave  insurers  with  the  full  responsibility 
for  financing  pool  losses,  which  is  precisely  what  happened  in 
Minnesota  several  years  ago. 

In  those  states  that  do  not  have  offsets,   insurers  incorporate 
their  subsidies  into  the  cost  of  providing  coverage,  thereby 
sharing  it  with  employers  who  purchase  group  and  individual 
coverage.     Because  the  Employee  Retirement  Income  Security  Act 
(ERISA)  prohibits  states  from  including  employers  who  self-fund 
their  employee  benefits  in  the  assessment  (typically  large 
employers),  only  employers  who  purchase  insurance  coverage  are 
affected  by  the  additional  cost.     Thus,  the  major  burden  of 
subsidizing  the  pools  falls  on  small  and  mid-sized  employers. 
In  addition,  these  financing  approaches  do  not  include 
employers  who  contribute  the  most  to  the  uninsured  problem — 
those  who  do  not  offer  health  insurance  benefits  at  all. 

For  these  reasons,  we  believe  that  in  states  where  risk  pools 
are  needed,  the  financing  of  pool  losses  should  be  as  broad 
based,   and  therefore,  as  equitable  as  possible.     Thus,  we 
believe  state  general  revenues  represent  the  best  financing 
source.     Alternately,   if  an  assessment-based  approach  is 
preferred  by  the  state,  we  would  support  an  assessment  which 
requires  all  employers  to  share  in  the  financing  of  pool 
losses,  not  just  those  who  offer  health  benefits  to  their 
employees . 

Finally,   in  order  to  address  the  inequities  in  current  risk 
pool  financing,  we  recommend  that  any  federal  legislation 
permit  existing  state  risk  pools  to  adopt  the  broader  financing 
base  available  to  new  state  pools,  while  retaining  the  existing 
structure  of  their  pools. 

Eligibility.     We  also  support  limiting  eligibility  for  state 
risk  pool  coverage  to  individuals  who  could  not  otherwise 
purchase  private  coverage.     Increasing  access  to  insurance 
coverage  for  those  who  cannot  purchase  private  insurance  is  the 
principle  policy  goal  behind  the  establishment  of  state  risk 
pools.     Because  the  financing  of  such  pools  is  always  a  charged 
political  issue,   it  is  imperative  to  consider  the  impact  of 
broadening  pool  eligibility  on  states'  ability  to  enact  such 
legislation.     Any  broadening  of  the  eligible  population  will 
necessitate  a  correspondingly  higher  subsidy  to  finance  pool 
coverage,   and  thereby  increase  the  political  difficulty  of 
enacting  such  legislation. 

Risk  Pool  Design.  While  risk  pool  legislation  has  been  enacted 
in  16  states,   there  is  considerable  variation  in  the  design  of 
pool  coverage  from  state  to  state.     Most  often,  coverage 
includes  a  range  of  typical  hospital  and  physician  services 
with  large  deductibles  and  copayments,  waiting  periods  for 
preexisting  conditions  ranging  from  three  months  to  a  year,  and 
premiums  which  range  from  125  percent  to  400  percent  of 
standard  individual  insurance  rates. 

We  believe  that  the  variety  of  state  approaches  to  date 
illustrates  that  there  is  no  one  best  model  for  all  states. 
Any  federal  legislation  which  seeks  to  encourage  the  further 
development  of  state  risk  pools  therefore  should  retain  states' 
flexibility  in  determining  pool  design.     We  do,  however,  have 
some  specific  recommendations  with  regard  to  the  structure  of 
state  risk  pools: 

First,  we  believe  that  federal  legislation  should  not  prescribe 
a  specific  benefit  package  to  be  offered  by  state  risk  pools. 
We  are  concerned  that  the  cost  of  a  benefit  package  be  kept 
relatively  low  to  assure  broad  participation  of  eligible 
individuals  in  the  pool.     Evidence  to  date  indicates  that  cost, 
more  than  any  other  factor,  has  curtailed  participation  in 
current  state  risk  pools.     We  also  believe  that  states  should 
have  the  flexibility  to  develop  benefit  packages  that  meet  the 
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needs  of  their  own  populations.     Finally,  if  states  are 
required  to  have  a  rich  benefit  package,   it  will  increase  the 
subsidy  necessary  to  finance  such  coverage,  creating  a 
potential  stumbling  block  for  enactment  in  some  states. 

Second,  we  believe  that  states  should  be  allowed  to  continue 
using  reasonable  waiting  periods  for  pre-exisiting  conditions. 
While  it  may  seem  ironic  to  build  in  waiting  periods  for  this 
population,   in  the  absence  of  a  waiting  period  individuals 
simply  would  wait  until  they  needed  health  services  before 
joining  the  pool  and  then  would  drop  their  coverage  once  they 
received  the  needed  services.     Every  pool  adopted  to  date 
includes  a  waiting  period — generally  6  months. 

In  the  absence  of  a  waiting  period  coverage  costs  would 
increase  dramatically,  effectively  placing  the  price  of  pool 
coverage  out  of  the  reach  of  most  individuals.     Experience  in 
one  state  risk  pool  illustrates  this  point.     North  Dakota  at 
one  time  permitted  pool  enrollees  to  pay  an  extra  premium  to 
waive  the  waiting  period  for  pre-existing  conditions.  The 
effect  of  this  waiver  was  to  increase  claims  cost  to  about  400 
percent  of  premiums.     As  a  result,  the  state  has  required  a  six 
month  waiting  period  for  all  enrollees  since  1987. 

Third,  we  believe  that  federal  legislation  should  permit  states 
to  base  pool  premiums  on  standard  individual  insurance  rates 
rather  than  on  group  rates.     All  of  the  state  risk  pools 
established  to  date  have  been  designed  in  this  way.  Basing 
risk  pool  premiums  on  standard  group  rates  would  make  coverage 
more  affordable,  but  it  would  increase  the  subsidy  necessary  to 
finance  the  risk  pool.     As  mentioned  previously,  the  higher  the 
subsidy  required,  the  more  difficulty  the  state  may  encounter 
in  enacting  risk  pool  legislation. 

Finally,  any  federal  legislation  should  maintain  states* 
flexibility  to  include  cost  containment  features  in  the  design 
of  their  risk  pools.     The  pools  established  to  date  have  been 
structured  as  comprehensive  major  medical  programs  with  very 
few  cost  containment  features  aside  from  large  deductibles  and 
copayments.     However,  the  experience  in  the  private  sector  in 
recent  years  shows  that  when  dealing  with  a  high-cost, 
sometimes  chronically  ill  population,   it  is  possible  to 
dramatically  reduce  costs  and  provide  more  comprehensive  care 
through  individual  case  management  programs.     These  programs 
have  been  particularly  successful  in  assuring  receipt  of 
appropriate  care  for  patients  with  AIDS.     Similar  approaches 
might  be  equally  successful  for  patients  with  other  chronic 
diseases . 

Conclusion 

The  Blue  Cross  and  Blue  Shield  Association  believes  that 
federal  legislation  providing  for  the  establishment  of 
voluntary  state  risk  pools  with  the  features  described  above 
could  do  much  to  encourage  states  to  adopt  these  pools.  We 
believe  that  legislation  encouraging  the  voluntary 
establishment  of  state  risk  pools  would  facilitate  state  action 
by  providing  a  model  which  may  help  states  overcome  some  of  the 
obstacles  to  enacting  such  legislation. 

To  the  extent  that  federal  legislation  is  successful  in 
encouraging  states  to  enact  high  risk  pools,  we  will  have  taken 
an  important  first  step  toward  expanding  access  to  care  for  all 
Americans . 

Once  again  Mr.  Chairman,  we  applaud  your  leadership  in 
addressing  the  needs  of  individuals  who  are  unable  to  obtain 
private  insurance  coverage.     We  look  forward  to  working  with 
this  Committee  to  meet  our  common  objective  of  expanding  health 
insurance  protection  for  the  uninsured. 
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Chairman  Stark.  So  do  we. 

I  am  going  to  let  Mr.  Gradison  inquire  about  the  political  strate- 
gies. 

Jim,  I  have  one  problem  that  comes  to  mind  in  your  intriguing 
suggestion  here,  and  that  is  the  States  that  do  not  enter  into  this, 
you  are  suggesting  in  a  sense  that  we  reduce  their  Medicaid  funds 
as  a  penalty. 

My  concern  is  that  in  those  States  that  might  not  have  these 
pools,  they  would  not  care.  And,  therefore,  I  would  be  penalizing 
the  very  poorest — I  mean  some  States  have  $1,200  or  $1,400  a  year 
qualification  for  Medicaid  as  it  is. 

And  so  the  people  in  the  program  are  going  to  be  so  bloody  poor 
that  they  are  absolutely  destitute.  Those  States  will  just  say,  "It 
doesn't  matter.  We  will  just  reduce  the  fees  for  Medicaid." 

And  so  I  am  a  little  concerned  that  that  would  cause  more  prob- 
lems than  we  would  solve  and  that  is  the  only  thing  that  comes  to 
mind  right  now  in  your  program's  suggestion. 

I  somehow  just  have  to  think  that  if  there  were  a  universal  pool 
of  whatever  this  higher  risk  group  is,  and  I  am  going  to  ask  the 
same  question,  I  just  suspect,  and  I  have  no  statistics  that  there  are 
a  half  dozen  disabilities  or  diseases  that  make  up  the  preponder- 
ance far  more  than  half  of  all  the  people  who  are  uninsurable  that 
a  pool  might  be  designed  to  pick  up. 

And  many  Blue  Cross  plans  take  them.  I  mean  they  have  open 
enrollment.  We  are  talking  with  them  about  the  possibility  of 
making  them  tax  exempt  if  they  really  step  in  and  fulfill  a  role 
that  many  private  insurers  are  unwilling  to  fulfill.  That  seems  to 
me  to  be  a  fairly  good  reason  to  subsidize. 

Is  that  not  a  win,  if  we  can  spread  the  cost  as  broadly  as  possible 
and  identify  those  disabilities  which  are  so  expensive,  but  probably 
very  small  in  number.  Do  the  insurance  companies  not  win,  do  the 
employers  not  win,  and  do  we  not  save  cost  all  around? 

I  mean  I  am  sort  of  operating  under  this  theory  and  if  that  is 
wrong,  then  maybe  we  ought  to  rethink  the  whole  thing?  Any  com- 
ment on  that? 

Mr.  DoRSCH.  Yes,  sir.  First,  you  raised  several  issues  in  there  all 
at  once,  but  I  would  like  to  go  back — and  I  did  not  want  to  inter- 
rupt— with  your  conception  of  our  funding  mechanism.  It  is  not  in- 
tended to  be  a  penalty.  You  used  the  word  ''penalty."  It  is  not  in- 
tended to  be  a  club  on  the  States. 

The  exact  language  that  we  would  use  in  the  bill  does  not  say  we 
will  deprive  a  State  of  its  Medicaid  funds  if  it  does  not  comply.  It 
does  not  take  away  all  of  the  Medicaid  funds.  What  it  says,  instead, 
is  that  if  the  State  does  not  establish  a  pool,  we  will  do  it. 

Now  we  have  got  to  find  the  funds  for  pool  losses  from  some- 
where. We  are  not  going  to  cut  off  all  of  your  funds,  but  to  the 
extent  that  setting  up  a  pool  in  your  State  will  keep  these  unfortu- 
nate individuals  from  spending  down  into  Medicaid,  we  are  reduc- 
ing your  Medicaid  burden  and  we  are  only  going  to  take  so 
much  

Chairman  Stark.  I  understand  that,  but  already  in  my  State  the 
Governor  has  lowered  the  Medicaid  fees  on  certain  procedures  to 
the  point  where  no  physicians  will  take  care  of  child  delivery.  So  to 
reduce  it  further  is  going  to  impact  on  some  other  helpless  group. 
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Mr.  DoRSCH.  I  am  not  sure  that  it  does  because  it  will  be  saving 
some  of  the  money  that  the  State  would  be  spending  on  its  Medic- 
aid  

Chairman  Stark.  But  you  are  just  taking  already  scarce  funds. 
You  have  got  me  in  a  position  of  triaging — which  by  the  way,  my 
county  is  already  doing  professionally.  But  what  you  are  saying  is, 
"I  am  now  going  to  pay  for  diabetics  and  I  am  not  going  to  pay  for 
child  delivery  or  child  inoculation."  And  I  am  saying  that  is  unac- 
ceptable. OK? 

Mr.  DoRSCH.  Two  comments.  One,  I  think  it  would  be  some  of  the 
same  individuals  who  would  otherwise  be  spending  down  into  Med- 
icaid, so  you  are  not  substituting  one  for  another. 

And,  second,  we  are  just  trying  to  find  a  way  out  of  the  dilemma 
of  finding  the  funds  in  an  equitable  way  for  these  funds.  If  you 
wanted  to  use  in  a  State  a  specific  excise  surcharge  on  ciga- 
rettes  

Chairman  Stark.  You  have  now  just  gotten  cigarettes  up  to  $12 
a  pack.  [Laughter.] 

Mr.  DoRSCH.  And  maybe  that  would  be  helpful  if  it  is  prohibitive, 
instead  of  paying  for  restoring  the  bodies  afterwards,  that  might  be 
helpful. 

You  asked  about  these  specific  pools  designed  for  specific  diseases 
and  such,  and  I  do  not  think  that  is  a  good  approach  because  it 
would  leave  out  some  people. 

Chairman  Stark.  I  was  not  suggesting  specific  diseases.  I  am  just 
suggesting  that  my  sense  is  that  there  are  specific  diseases  that 
populate  the  majority  of  these  pools.  I  am  not  suggesting  that  you 
limit  or  identify  them.  I  am  just  suggesting  that  if  those  pools  were 
moved  and  those  folks — let  us  pick  diabetes  as  a  disease.  If  a 
person  knows  it,  an  insurance  company  could  be  targeted  with  ad- 
verse selection  and  I  am  sure  that  is  a  concern  for  insurers  all 
across  the  country.  How  are  we  sure  that  we  are  not  getting  every 
diabetic  in  the  State  because  we  happen  to  not — because  we 
happen  to  underwrite  it  and  we  are  the  only  insurance  company — 
and  I  think  underwriters  do  not  want  that. 

So  maybe  what  we  ought  to  say  is  wait  a  minute,  what  if  we  took 
every  diabetic  in  the  country  and  put  them  into  a  national  pool  or 
a  pool  that  would  have  standards,  does  that  not  help  the  entire  in- 
dustry, and  is  it  not  a  very  small  number  of  people? 

Mr.  DoRSCH.  Most  of  those  people  are  covered  anyhow.  They  are 
in  employee  group  plans  or  they  bought  guaranteed  renewable  in- 
dividual insurance  from  the  blues  or  our  own  companies  or  what- 
ever. So  

Chairman  Stark.  But  they  are  expensive,  right,  in  a  small 
number? 

Mr.  DoRSCH.  As  long  as  the  risks  are  equal  for  people  going  in, 
that  is  what  insurance  is  all  about  in  the  first  place. 
Chairman  Stark.  Mr.  Gradison. 
Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Jim,  I  am  really  intrigued  with  your  suggestion  and  certainly 
would  love  to  find  a  way  to  modify  this  if  it  is  possible  to  gain 
broader  acceptance. 

I  want  to  make  sure,  however,  whether  you  view  the  guarantee 
of  a  pool  in  every  State,  your  final  recommendation,  to  be  an  essen- 
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tial  element  of  your  plan.  If  we  did  all  of  it  but  that,  would  you 
still  support  your  own  recommendation? 

In  other  words,  it  would  still  be  a  State  option. 

Mr.  DoRSCH.  Well,  we  are  trying  to  find  a  way  to  guarantee  that 
one  way  or  another  every  American,  at  least  has  the  ability  to  buy 
insurance,  if  they  have  the  financial  where-with-all  setting  aside 
the  high  costs.  I  think  we  would  have  to  look  at  it,  but  otherwise  I 
do  not  know  if  you  will  have  any  incentives  for  the  State  that  you 
do  not  have  now. 

Obviously,  the  State  does  in  fact  have  the  ability  now  to  use  gen- 
eral revenues,  as  most  of  them  are  doing  now.  Illinois  has  taken 
that  route.  I  think  Georgia  has  just  taken  that  route.  And  we 
strongly  support  that  and  we  support  it  on  the  State  level,  but  we 
do  want  to  find  some  sort  of  solution  in  each  State. 

Chairman  Stark.  And  Mary  Nell,  one  specific  question:  Do  the 
Blue  Cross  plans  support  the  HIAA  plan? 

Ms.  Lehnhard.  We  would  support  it  with  the  exception  of  the 
Medicaid  arm  twisting  and  the  mandated  approach  to  establishing 
State  risk  pools. 

Our  very  strong  position  is  that  if  you  literally  have  AIDS  and 
you  can  buy  private  coverage,  particularly  at  the  same  price  that 
the  healthiest  person  can  buy  it,  requiring  the  State  to  set  up  a 
pool  that  has  the  potential  of  disrupting  the  private  coverage  does 
a  real  disservice  to  people  with  existing  medical  conditions  in  that 
State. 

And  that  is  where  I  think  we  differ  on  the  voluntary  versus 
eventually  mandatory  approach. 

Chairman  Stark.  I  believe  you  have  already  answered  this  next 
question,  but  let  me  just  make  sure.  Am  I  correct  that  you  would 
support  the  HIAA  proposal  if  we  were  to  exclude  the  final  point 
about  having  the  Feds  step  in  on  those  States  that  do  not  voluntar- 
ily have  a  plan? 

Ms.  Lehnhard.  Yes. 

Chairman  Stark.  Thank  you. 

Mr.  Moody. 

Mr.  Moody.  No  questions. 

Chairman  Stark.  I  want  to  thank  both  of  you.  As  I  say,  this  has 
been  a  vexing  problem  in  that  we  have  passed  some  version  of  this 
so  often  that  it  becomes  almost  routine. 

Our  biggest  concern,  I  guess,  is  not  trying  to  determine  what  the 
objection  of  your  industry  might  be  or  that  we  do  not  seem  to  get 
the  other  body  to  focus.  Maybe  you  have  been  effective  in — or  other 
advocates  in  just  keeping  them  from  doing  anything,  but  it  seems 
to  fall  on  deaf  ears  on  the  other  side  of  the  Capitol  and  perhaps 
you  could  

Ms.  Lehnhard.  Work  harder? 

Chairman  Stark  [continuing].  Informally  help  us  because  really 
we  have  an  awful  lot  of  things  to  legislate  on  in  a  short  period  of 
time  and  without  some  indication  that  it  would  be  well  received  in 
the  Senate,  it  seems  that  this  just  may  be  a  lost  effort. 

We  look  forward  to  your  help  to  see  whether  we  can  get  some 
consensus  and  maybe  help  a  few  people  who  would  not  otherwise 
have  insurance. 

Thank  you.  Jim,  did  you  
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Mr.  DoRSCH.  Mr.  Chairman,  you  did  ask  a  question  as  to  whether 
or  not  the  enactment  of  a  State  pool  would  reduce  the  premiums  to 
other  people  in  the  State. 

Chairman  Stark.  Or  cost  in  the  aggregate. 

Mr.  DoRSCH.  Or  cost  or  whatever.  And  frankly,  the  answer  to 
that  is  no,  that  it  would  not,  in  my  perception  because  of  the  com- 
petitive situation,  and  the  industry  is  very,  very  competitive,  what 
happens  now  is  that  these  people  simply  do  not  get  insurance. 

So,  therefore  

Chairman  Stark.  Excuse  me.  I  think  that  is  short-sighted.  They 
do  get  treatment.  And  a  person  going  into  an  emergency  room  in 
diabetic  coma  raises  the  cost  of  that  hospital's  uncompensated  care 
and  you  raise  your  premiums  to  cover  that. 

Now  there  is  a  cost  out  there,  Jim,  and  we  know  it.  I  cannot  ac- 
count for  it,  but  I  suspect  that  is  correct  and  I  suspect  you  would 
agree. 

What  I  am  tr^-ing  to  say  is  in  those  States  where  the  pools  exist, 
do  your  members  really  have — can  you  differentiate  the  cost,  can 
they— are  they  able  to  offer  insurance  at  a  lower  cost  because  they 
are  not  indirectly  subsidizing  uncompensated  care? 

If  we  could  prove  that  or  get  empirical  data  on  that,  I  think  we 
could  take  a  lot  of  the  argument  out. 

Then  we  could  say,  at  least  if  we  are  charging  somebody  some- 
thing extra,  we  can  say,  this  is  what  you  are  getting  for  it.  I  under- 
stand the  issue  of  saying  

Mr.  DoRSCH.  That  goes  to  everybody  across-the-board. 

Chairman  Stark.  Sure.  And  that  is  the  area  in  which  I  hope  at 
some  point,  if  we  had  accurate  data  on  that,  I  think  we  could 
devise  a  better  plan  and  it  would  be  fair  and  perhaps  more  broadly 
accepted. 

Thank  you.  Thank  you  both. 

Mr.  Moody. 

Mr.  Moody.  Let  me  ask  the  witnesses  whether  they  w^ould  com- 
ment on  whether  it  would  be  desirable  to  repeal  the  ERISA  pre- 
emption. 

Mr.  DoRSCH.  We  would  be  absolutelv  opposed  to  that,  sir. 
Mr.  Moody.  Why? 

Mr.  DoRSCH.  Because  of  the  problem  that  exists  with,  the  myriad 
of  State  laws  mandating  particular  different  kinds  of  health  bene- 
fits. We  think  that  substantially  raises  the  cost  of  care.  It  certainly 
raises  the  cost  for  insured  plans  who  do  not  enjoy  that  ERISA  pre- 
emption because  as  we  sell  insurance  to  small  employers,  insured 
plans,  you  have  to  include  all  the  mandated  State  benefits.  Indi\'id- 
ually  they  may  be  good  benefits.  Taken  together,  they  are  very  ex- 
pensive. 

Mr.  Moody.  Are  we  referring  to  the  same  thing?  I  am  talking 
about  the  ERISA  prohibition  about  taxing  self-insured  plans. 
Mr.  DoRSCH.  I  understand,  sir. 
Mr.  Moody.  I  am  sorry.  Did  I  miss  the  point? 

Mr.  DoRSCH.  And  I  am  lumping  the  two  together  because  the 
large  employers  are  fearful  of  an  erosion  of  the  ERISA  preemption. 

Mr.  Moody.  They  like  the  ERISA  preemption. 

Mr.  DoRSCH.  They  like  the  ERISA  preemption  and  the  insurance 
industry  would  like  the  same  preemption,  and  rather  than  eroding 
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it,  we  would  rather  find  another  route.  And  as  a  matter  of  fact,  if 
we  are  going  to  get  legislation,  as  a  practical  political  matter,  I 
think  we  also  need  to  find  another  route. 

So  rather  than  beggaring  the  large  self-insured  plans,  we  would 
rather  find  another  way. 

Mr.  Moody.  When  I  was  in  the  State  legislature  in  Wisconsin,  I 
authored  a  provision  to  provide  continuing  coverage  for  people  who 
had  lost  their  jobs.  It  sort  of  preceded  what  we  did  at  the  Federal 
level. 

But  then  ERISA  meant  that  companies  were  able  to  get  out  of 
that  by  jumping  into  being  self-insured.  So  what  was  a  creative  and 
self-funded  State  program,  if  you  think  of  the  States  as  laboratories 
to  test  different  ideas,  was  just  cancelled  out  by  this  ERISA  provi- 
sion, and  I  thought  that  was  most  unfortunate. 

But  you  see  that  as  a  positive  not  to  let  States  have  this  kind  of 
creative  flexibility. 

Mr.  DoRSCH.  I  think  in  this  area  that  particularly  because  of  the 
States'  mandatory  benefit  problem,  that  we  continue  to  support  the 
current  ERISA  preemption  and  seek  its  extension. 

Mr.  Moody.  Because  you  think  States  will  be  irresponsible  in 
putting  in  other  things  that  will  be  coming  along. 

Mr.  DoRSCH.  That  is  what  they  are  doing.  I  mean  it  is  

Mr.  Moody.  They  do  not  have  the  political  will  to  resist  that,  you 
are  saying. 

Mr.  DoRSCH.  That  is  one  of  our  biggest  problems  with  a  legisla- 
ture mandating  benefits.  They  substitute  their  will  for  the  employ- 
er, the  employee  and  the  buyer.  Once  you  take  a  benefit  that 
sounds  very  good,  very  sympathetic,  and  you  give  in  to  this  particu- 
lar special  group,  the  next  one  comes  along  and  it  gets  harder  and 
harder,  as  you  go  down  the  pike,  for  legislatures  to  resist. 

Mr.  Moody.  Do  you  think  the  ERISA  preemption  is  the  best?  It 
seems  like  an  awfully  blunt  instrument  to  prevent  that.  Would  you 
think  it  is  the  only  one  available? 

Mr.  DoRSCH.  Well,  it  has  done  a  lot  of  other  things,  when  it  was 
enacted  in  1974,  and  it  also  provides  a  lot  of  simplicity  for  multi- 
State  plans  to  be  able  to  provide  a  uniform  plan  for  employees  of  a 
large  employer.  If  you  are  moving  employees  from  one  State  to  an- 
other, you  do  not  want  to  be  changing  your  benefit  plan  back  and 
forth. 

Mr.  Moody.  Ms.  Lehnhard,  do  you  have  a  comment? 

Ms.  Lehnhard.  We  have  the  same  position  that  we  would  like  to 
see  employers  who  offer  insured  benefits  out  from  under  the  State 
mandated  benefits,  particularly  small  employers. 

I  think  what  is  happening  is  that  all  these  burdens  of  the  State 
are  falling  most  heavily  on  small  employers,  mandated  benefits, 
state  premium  taxes,  funding  for  these  pools,  and  this  very  group 
that  you  are  trying  to  figure  out  how  to  do  more  for. 

So  you  have  these  competing  forces  that  I  think  get  more  finan- 
cially troublesome  for  small  employers  as  time  goes  on. 

Mr.  Moody.  Thank  you. 

Chairman  Stark.  Thank  you. 

The  committee  is  adjourned. 

[Whereupon,  at  11  a.m.,  the  hearing  was  concluded.] 
[Submissions  for  the  record  follow:] 
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American  Mkdical  Association 

535  NORTH  DEARBORN  STREET  •  CHICAGO.  ILLINOIS  60610  •  PHONE  (312)  645-5000  ■  Fax  (312)  645-4184  •  Telex  28-02-18 


JAMES  H.  SAMMONS.  M.D. 
Executive  Vice  President 
(645-43(X)) 


June  8.  1989 


The  Honorable  Fortney  (Pete)  Stark 
Chairman 

Subcommittee  on  Health 

Committee  on  Ways  and  Means 

United  States  House  of  Representatives 

Washington,  DC  20515 

Re:  Establishment  of  State  Health 
Insurance  Risk  Pools 

Dear  Chairman  Stark: 

The  American  Medical  Association  is  writing  to  express  its  strong 
support  for  federal  incentives  to  encourage  states  to  establish  health 
insurance  risk  pools.    We  request  that  this  letter  be  included  in  the 
record  of  the  Subcommittee's  May  25,  1989  hearing  on  this  issue. 

It  is  estimated  that  approximately  37  million  Americans  have  no 
health  insurance.    Many  of  these  persons  are  employed  but  neither  they 
nor  their  employers  have  reasonable  access  to  insurance  coverage. 
Fifteen  states  already  have  enacted  risk  pool  legislation  to  create 
health  associations  that  sell  policies  to  high-risk,  uninsurable 
individuals.    These  pools  use  a  variety  of  mechanisms  to  make  coverage 
available  while  spreading  the  cost  of  covering  the  medically 
uninsurable  over  a  large  population. 

The  AMA  believes  strongly  that  the  Medicaid  program  should  be 
expanded  to  cover  all  persons  below  the  federal  poverty  level  (state 
adjusted).    In  addition,  we  support  the  establishment  of  state  health 
insurance  risk  pools  as  a  means  of  assuring  that  adequate  health 
insurance  coverage  is  available  in  the  private  sector,  at  a  reasonable 
cost,  to  persons  with  incomes  above  the  poverty  level.    The  pools 
should  provide  a  specified  level  of  adequate  benefits  and  premiums 
should  be  set  at  not  less  than  110%  or  more  than  125%  of  the  average 
premium  for  comparable  group  coverage  by  insurers  in  the  state. 
States  should  provide  publicly  funded  vouchers  on  a  sliding  scale  to 
help  those  persons  with  incomes  between  100%  and  150%  of  the  poverty 
level  pay  the  premium  for  pool  coverage.    About  5  million  people  would 
qualify  for  such  voucher  assistance.    Persons  with  incomes  between 
150%  and  200%  of  the  poverty  level  also  should  be  eligible  to  purchase 
pool  coverage,  but  at  their  own  expense. 

It  is  likely  that  the  costs  of  risk  pool  coverage  would  not  be  met 
totally  through  enrol  lee  premiums.    In  that  event,  risk  pool  costs  in 
excess  of  premium  income  should  be  spread  as  widely  as  possible.  The 
AMA  believes  strongly  that  all  health  care  underwriting  entities  in 
the  state,  including  commercial  carriers,  non-profit  medical  service 
plans,  health  maintenance  organizations,  and  self-insured  plans, 
should  be  required  to  participate  in  the  risk  pool.    By  having  all 
such  entities  participate,  the  pool  would  be  assured  a  financial  base 
sufficient  to  support  the  program  and  to  achieve  a  fair  sharing  of  the 
risks.    Unfortunately,  states  currently  are  prohibited  by  federal  law, 
the  Employee  Retirement  Income  Security  Act  (ERISA),  from  requiring 
that  self-funded  employee  benefit  plans  participate  in  state  risk 
pools.    This  prohibition  creates  strong  barriers  to  effective 
operation  of  state  risk  pools  since  self-insured  plans  write  ovei  half 
of  the  employee  group  health  insurance  business. 
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In  order  to  achieve  broad  participation  in  state  risk  pools,  the 
AMA  has  developed  draft  federal  legislation  that  would  amend  ERISA  to 
require  states  to  regulate  self-insured  plans  in  the  same  manner  that 
other  health  insurance  plans  are  regulated.    Self-insured  plans  would 
thus  have  to  participate  in  state  risk  pools.    The  AMA  has  also 
developed  draft  federal  legislation  that  would  make  available  the 
deductibility  of  health  insurance  premiums  only  to  employers  that 
either  participate  in  the  risk  pool  directly,  if  self-insured,  or  that 
purchase  group  health  insurance  coverage  from  an  entity  that 
participates  in  the  risk  pool.    With  these  two  modifications  to 
existing  law,  we  believe  significant  gains  in  insurance  coverage  would 
be  achieved.     (A  copy  of  each  of  these  draft  bills  is  attached  to  this 
letter.)    We  urge  that  Congress  give  these  AMA-developed  proposals 
careful  consideration. 

We  commend  you  for  your  interest  in  ensuring  access  to  health 
coverage  for  the  uninsured  and  uninsurable.    We  look  forward  to 
working  with  you  on  this  important  issue. 


Sincerely 


JHS/tmw 
5012p 


attachments  (2) 
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January,  1989 


ERISA  AMENDMENT  FOR 
STATE  REGUUTION  OF  SELF- INSUREDS 


This  bill  would  amend  the  Employee  Retirement  Income  Security  Act  (ERISA) 
to  require  states  to  regulate  employers'  self-insured  plans  in  the  same 
manner  other  health  insurance  plans  are  regulated.    Under  the  present 
ERISA  law,  self-insured  plans  cannot  be  regulated  by  a  state  because 
ERISA  preempts  all  state  laws  relating  to  employee  benefit  plans  other 
than  insurance,  banking,  and  security  regulatory  laws. 


101st  Congress  Draft 
1st  Session 


Bill  No.   

IN  THE  (SENATE) (HOUSE)  OF  THE  UNITED  STATES 
Date   


of    introduced  the  following  bill; 

which  was  read  twice  and  referred 
to  the    Committee 


A  BILL 

To  amend  the  Employee  Retirement  Income  Security  Act  of  1974  to 
eliminate  the  exemption  in  such  Act  of  state  laws  with  respect  to 
employee  welfare  benefit  plans  which  provide  health  care  benefits. 


1  Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 

2  United  States  of  America  in  Congress  assembled, 

3  Section  514  of  the  Employee  Retirement  Income  Security  Act  of 

4  1974  (21  U.S.C.  1144)  is  amended  by  deleting  the  period  at  the  end 

5  of  subparagraph  (2)(B)  and  inserting  in  lieu  thereof  the  following: 

6  ",  except  that  in  the  case  of  an  employee  welfare  benefit  plan 

7  established  for  the  purpose  of  providing  medical,  surgical,  or 

8  hospital  care  or  benefits,  or  any  trust  established  under  such  a 

9  plan,  any  law  of  any  State  which  regulates  health  insurance  may 
10  apply  to  such  plan." 


-  American  Medical  Association  - 
Department  of  Federal  Legislation,  Division  of  Legislative  Activities 


66 


January,  1989 


TAX  CODE  AMENDMENTS:    DEDUCTION  ALLOWED  FOR 
CERTAIN  HEALTH  INSURANCE  PREMIUMS;  TYING 
BUSINESS  DEDUCTION  TO  RISK  POOL  PARTICIPATION 


The  purpose  of  this  bill  is  to  encourage  the  establishment  in 
each  state  of  a  risk,  pooling  program  to  provide  health  insurance 
coverage  to  both  those  who  are  unable  to  obtain  such  coverage 
because  of  medical  considerations,  and  those  who  are  medically 
standard  risks  and  could  afford  but  presently  lack  access  to  such 
group  coverage. 

The  bill  would  amend  the  Internal  Revenue  Code  to  accomplish 
basically  two  things.    First .  it  would  allow  persons  paying  100%  of 
the  premium  for  health  insurance  coverage  providing  a  defined  level 
of  adequate  benefits  to  deduct  the  full  cost  of  their  premiums 
separately  from  their  gross  income.    Secondly,  it  would  require 
employers  to  purchase  group  health  insurance  from  an  entity 
participating  in  the  state  risk  pool  or,  if  self-insured,  to 
participate  in  the  pool,  if  such  a  pool  is  available,  in  order  to 
deduct  the  cost  of  their  coverage  as  a  business  expense. 


-  Aaerican  Medical  Association  - 
Department  of  Federal  Legislation,  Division  of  Legislative  Activities 
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lOlst  Congress  Draft- 
1st  Session 


Bill  No.   

IN  THE  (SENATE) (HOUSE)  OF  THE  UNITED  STATES 
Date   


of    introduced  the  following  bill 

which  was  read  twice  and  referred 
to  the    Committee 


A  BILL 

To  amend  the  Internal  Revenue  Code  of  1954  to  provide  a  deduction 
for  certain  costs  incurred  by  individuals  for  health  benefit  plans 
and  to  provide  incentives  for  the  establishment  of  statewide 
insurance  pools  that  provide  health  insurance  to  medically  high  risk 
individuals  and  to  others  who  lack  access  to  standard  group  rate 
coverage. 


1  Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 

2  United  States  of  America  in  Congress  assembled. 

3  SEaiON  1.    DEDUaiON  FOR  PAYMENTS  TO  QUALIFIED  HEALTH  PLANS 

4  (a)    IN  GENERAL.  —  Section  213  of  the  Internal  Revenue  Code  of 

5  1954  (relating  to  medical,  dental,  etc.,  expenses)  is  amended  — 

6  (1)    by  striking  out  subsection  (a)  and  inserting  in  lieu 

7  thereof  the  following  new  subsection: 

8  "(a)  ALLOWANCE  OF  DEDUCTION.  —  There  shall  be  allowed 

9  as  a  deduction  the  following  amounts,  not  compensated  for 

10  by  insurance  or  otherwise  — 

11  "(1)    the  amount  by  which  the  amount  of  expenses 

12  paid  during  the  taxable  year  (reduced  by  any  amount 

13  deductible  under  paragraph  (2))  for  medical  care  of 

14  the  taxpayer,  the  taxpayer's  spouse,  or  a  dependent 

15  (as  defined  in  section  152)  exceeds  5  percent  of 

16  adjusted  gross  income,  and 

17  "(2)    the  amount  paid  by  an  eligible  individual 

18  to  a  qualified  health  benefit  plan  for  individual  or 

19  family  coverage  with  respect  to  any  time  during  any 

20  month  of  such  taxable  year  during  which  the  plan 

21  coverage  is  in  force."; 

22  (2)    by  redesignating  subsections  (c),  (d),  and  (e)  as 

23  subsections  (d),  (e),  and  (f),  respectively; 

24  (3)    by  inserting  after  subsection  (b)  the  following  new 

25  subsection: 

26  "(c)    LIMITATION  WITH  RESPECT  TO  PAYMENTS.  — 

27  "(1)    COVERAGE  FOR  ONLY  PART  OF  MONTH.  —  If  an 

28  eligible  individual  is  covered  under  a  qualified  health 

29  benefit  plan  for  only  a  portion  of  a  month,  the  amount 

30  allowable  under  subsection  (a)(2)  as  a  deduction  with 

31  respect  to  such  month  shall  be  an  amoant  which  bears 

32  the  same  ratio  to  the  applicable  dollar  amount  under 

33  paragraph  (1)  for  such  month  as  such  portion  bears  to 

34  the  entire  month. 

35  "(2)    MONTH.  —  For  purposes  of  this  subsection, 

36  the  term  'month'  means  a  calendar  month."; 

37  (4)  by  adding  at  the  end  of  subsection  (d)  the  following 

38  new  paragraphs: 

39  "(9)    ELIGIBLE  INDIVIDUAL.  —  The  term  'eligible 

40  individual'  means  any  individual  who,  with  respect  to 

41  any  month,  — 

42  "(A)    has  paid  100%  of  the  premium  for 

43  purchase  of  health  benefit  plan  coverage  under  a 

44  health  benefit  plan  (arranged  for  individually  or 

45  by  the  individual's  employer)  made  available  by  a 

46  qualified  pooling  association  in  such  individual's 

47  state,  or 


68 


-  2  - 

1  "(B)    who  has  paid  100%  of  the  premium  for 

2  purchase  from  insurance  carriers  of  health  benefit 

3  plan  coverage  offering  adequate  benefits 

4  comparable  to  a  qualified  pooling  association's 

5  plan  arranged  for  by  an  individual  or  by  the 

6  individual's  employer. 

7  "(10)    QUALIFIED  HEALTH  BENEFIT  PLAN.  —  A 

8  qualified  health  benefit  plan  is  a  plan,  provided 

,  9  directly  or  through  insurance  or  otherwise,  which  — 

10  "(A)    provides  coverage  of  adequate  benefits 

11  as  defined  in  sec.  213(d)(ll); 

12  "(B)    provides  some  degree  of  beneficiary 

13  ~  cost-sharing  for  covered  expenses  up  to  a 

14  specified  per-person  limit  beyond  which  no  further 

15  beneficiary  cost-  sharing  for  covered  expenses 

16  shall  be  required.    Such  cost-sharing  limit  shall 

17  be  the  same  for  all  subscribers  and  should  be  set 

18  at  10  percent  of  the  national  median  family  income 

19  rounded  to  the  nearest  $100  —  and  should  be 

20  adjusted  for  months  in  each  calendar  year  after 

21  1987  by  the  percentage  increase  or  decrease  in  the 

22  implicit  price  deflator  of  the  gross  national 

23  product  (calculated  by  the  Department  of  Commerce 

24  and  published  in  the  Survey  of  Current  Business) 

25  for  the  12-month  period  ending  on  June  30  of  the 

26  preceding  calendar  year.    The  Secretary  of  the 

27  Treasury  shall  publish  the  adjusted  amounts  prior 

28  to  the  beginning  of  the  calendar  year  to  which 

29  "  ■  they  will  apply; 

30  '  "(C)    provides  that  there  shall  be  no 

31  .  maximum  limit  -  either  lifetime  or  per  episode  - 

32  '    "      ■        /       on  the  amount  paid  by  the  plan  for  covered 

33  '        '      expenses ; 

34  "(D)    provides  that,  in  paying  for 

35  physicians'  services,  the  amount  allowed  toward 

36  meeting  the  beneficiary's  cost-sharing  limit  shall 

37  be  the  difference  between  the  plan  payment  and  the 

38  '              -  90th  percentile  of  physicians'  customary  or  median 

39  '  charges  in  the  local  area  (the  amount  which  would 

40  cover  the  customary  or  median  charge  for  a  service 

41  "             '  at  least  90  percent  of  the  time  it  is  performed). 

42  '  Once  such  cost-sharing  limit  is  reached,  the  plan 

43  ,  shall  pay  the  90th  percentile  of  customary  charges 

44  in  full.    The  plan  shall  continue  to  pay  for 

45  ;  ,       hospital  expenses  on  a  service  basis,  with 

46  '          '  contractually  specified  beneficiary  cost-sharing 

47  being  applied  toward  the  cost-  sharing  limit. 

48  '       "  "(11)    ADEQUATE  BENEFITS  —  Adequate  benefits 

49  include  the  following: 

50  "(A)    Coverage  of  diagnostic,  therapeutic, 

51  or  preventive  medical  services  provided  by  or 

52  under  direction  of  licensed  physicians  in  the 

53  office,  hospital  or  other  setting,  including  — 

54  "(i)    Diagnosis  and  medical  or  surgical 

55  treatment  of  illness  or  injury, 

56  "(ii)    Psychiatric  care, 

57  "(iii)  Diagnostic  x-ray  and  laboratory 
58,,    ,  services, 

59  "(iv)    Radiation  therapy, 

60  "(v)  Consultation, 

61  "(vi)    Pre-  and  post-natal  care  of 

62  mother  and  infant,  including  delivery, 

63  "(vii)    Periodic  medical  examinations: 

64  6  visits  per  dependent  per  year  for  the 

65  first  year  of  life,  biannually  for  ages 

66  2-21,  every  5  years  for  ages  22-40,  every  2 

67  years  for  ages  41-65,  and 

68  "(viii)    Immunizations  which  are  cost- 

69  effective  for  the  beneficiary  group  covered; 

70  "(B)    Coverage  of  emergency  and  outpatient 

71  services  for  physical  and  mental  illness, 

72  including  — 
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1  "(i)    Outpatient  diagnostic  services 

2  (x-rays,  lab  tests,  etc.). 

3  "(ii)    Use  of  operating,  cystoscopic, 

4  cast  rooms  and  supplies, 

5  "(iii)    Use  of  emergency  room  and 

6  supplies  for  emergencies, 

7  "(iv)    Ambulance  services,  and 

8  "(v)    Treatment  of  alcoholism; 

9  "(C)    Coverage  of  inpatient  hospital  care 

10  for  physical  and  mental  illness,  including  — 

11  "(i)    Bed,  board  and  nursing  services, 

12  "(ii)    Drugs,  oxygen,  blood, 

13  biologicals,  supplies,  appliances  and 

14  equipment  used  in  the  facility, 

15  (iii)    Operating,  delivery,  recovery 

16  room  charges;  intensive  coronary,  special 

17  care,  rehabi 1 itat ion  unit  charges, 

18  "(iv)    Diagnostic  services  (x-rays, 

19  laboratory  tests,  EKGs,  etc.), 

20  "(v)    Care  for  pregnancy  and 

21  complications,  and 

22  "(vi)    Physical,  occupation,  speech 

23  therapy; 

24  "(D)    Inpatient  skilled  nursing  facility 

25  care  for  physical  and  mental  illness,  including  - 

26  "(i)    Bed,  board  and  skilled  nursing, 

27  "(ii)    Physical,  occupation,  speech 

28  therapy,  and 

29  "(iii)    Drugs,  biologicals,  supplies  or 

30  equipment  used  in  the  facility; 

31  "(E)    Home  health  services  by  a  certified 

32  home  health  agency  as  ordered  by  a  physician, 

33  including  — 

34  "(i)    Nursing  care, 

35  "(ii)    Physical,  occupational,  speech 

36  therapy, 

37  "(iii)    Medical  supplies  and  appliances 

38  (other  than  drugs  and  biologicals), 

39  "(iv)    Rental  of  durable  medical 

40  equipment,  and 

41  "(v)    Oxygen,  blood,  biologicals. 

42  "(12)      QUALIFIED  POOLING  ASSOCIATION.  —  The 

43  term  'qualified  pooling  association'  means  any 

44  organization  which  — 

45  "(A)    is  established  pursuant  to  state  law; 

46  "(B)    permits  any  of  the  following  doing 

47  business  in  the  state  to  be  participating  members 

48  "(i)    insurers  writing  expense  incurred 

49  health  insurance, 

50  "(ii)    hospital  and  medical  service 

51  plan  corporations, 

52  "(iii)    health  maintenance  organiza- 

53  tions  and  other  health  financing  entities, 

54  and 

55  "(iv)    employers  with  self-funded, 

56  self-insured  or  non-insured  employee  health 

57  benefit  plans; 

58  "(C)    makes  available  (without  regard  to 

59  health  conditions)  to  all  uninsured  individuals 

60  (as  defined  in  paragraph  (13))  residing  in  the 

61  state  levels  of  health  insurance  sufficient  to 

62  provide  adequate  benefits  as  defined  in  paragraph 

63  (11). 

64  "(D)    charges  a  pool  premium  rate  of  not 

65  less  than  110%  nor  more  than  125%  of  the  average 

66  premium  rates  for  comparable  group  coverage  in 

67  the  state. 

68  "(E)    assesses  losses  of  the  pool  equitably 

69  among  all  participating  members. 

70  "(13)    UNINSURED  INDIVIDUALS.  —    For  purposes  of 

71  this  section,  an  uninsured  individual  is  any 

72  individual  who  — 
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1  "(A)    is  not  eligible  for-coverage  under  an 

2  employment-based  health  plan  (provided  by 

3  insurance  or  otherwise)  which  provides  acfequate 

4  benefits  as  defined  in  paragraph  (11),  and 

5  "(B)    is  not  eligible  for  the  Medicare 

6  program  under  title  XVIII  of  the  Social  Security 

7  Act  or  for  medical  assistance  under  a  State 

8  Medicaid  plan  approved  under  title  XIX  of  such 

9  Act. 

10  (5)    By  adding  at  the  end  thereof  the  following  new  subsection: 

11  "(g)  RULE  FOR  NON- ITEMIZATION  OF  DEDUCTIONS.  —  In  the 

12  case  of  a  taxpayer  who  does  not  itemize  deductions  for  the 

13  taxable  year,  the  amount  allowable  under  subsection  (a)(2) 

14  for  the  taxable  year  shall  be  taken  into  account  as  a 

15  direct  qualified  health  benefit  plan  deduction  under 

16  section  63.". 

17  (b)    DEFINITION  OF  TAXABLE  INCOME.  — 

18  (1)    IN  GENERAL.  —  Paragraph  (1)  of  section  63(b)  of 

19  such  Code  (relating  to  individuals)  is  amended — 

20  (A)    by  striking  out  "and"  at  the  end  of  subpara- 

21  graph  (B),  and 

22  (B)    by  inserting  after  subparagraph  (C)  the 

23  following  new  subparagraph: 

24  "(C)    the  direct  qualified  health  benefit  plan 

25  deduction,  and". 

26  (2)    DIRECT  QUALIFIED  HEALTH  BENEFIT  PLAN  DEDUCTION  DEFINED.  — 

27  Section  63  of  such  Code  (defining  taxable  income)  is  amended  by 

28  adding  at  the  end  thereof  the  following  new  subsection: 

29  "(j)  DIRECT  QUALIFIED  HEALTH  BENEFIT  PLAN  DEDUaiON.    -  For 

30  purposes  of  this  section,  the  term  'direct  qualified  health 

31  benefit  plan  deduction'  means  the  amount  allowable  under  section 

32  213(a)(2)  which  is  taken  as  a  direct  qualified  health  benefit 

33  plan  deduction  for  the  taxable  year  under  section  213(g).". 

34  (c)    CONFORMING  AMENDMENTS.  — 

35  (1)    Subsection  (f)  of  section  63  of  such  Code 

36  (relating  to  itemized  deductions)  is  amended  — 

37  (A)    by  striking  out  "and"  at  the  end  of 

38  paragraph  (2), 

39  .-  (B)    by  striking  out  the  period  at  the  end  of 

40  paragraph  (3)  and  inserting  in  lieu  thereof  ",and",  and 

41  .  (C)    by  adding  at  the  end  thereof  the  following 

42  new  paragraph: 

43  "(4)  the  direct  qualified  health  benefit 

44  plan  deduction.". 

45  (2)    Subparagraph  (A)  of  section  3(a)(4)  of  such  Code 

46  (relating  to  imposition  of  tax  table  tax)  is  amended  to  read  as 

47  follows: 

48  "(A)  reduced  by  the  sum  of  — 

49  "(i)    the  excess  itemized  deductions, 

50  .      :f        "(ii)    the  direct  charitable  deduction,  and 

51  "(iii)    the  direct  qualified  health  benefit  plan 

52  deduction,  and". 

53  (d)    EFFECTIVE  DATE.    —  The  amendments  made  by  this  section 

54  shall  apply  to  calendar  months  beginning  after  December  31,  1986,  in 

55  taxable  years  ending  after  such  date. 

56  SEC.  2.    DEDUCTION  DISALLOWED  FOR  EMPLOYER  CONTRIBUTIONS  TO 

57  GROUP  HEALTH  PLANS  NOT  PARTICIPATING  IN  QUALIFIED  POOLING 

58  ASSOCIATIONS. 

59  (a)    IN  GENERAL.    —  Paragraph  (1)  of  section  162(i)  of  the 

60  Internal  Revenue  Code  of  1954  (relating  to  deduction  for  trade  or 

61  business  expenses  with  respect  to  group  health  plans)  is  amended  to 

62  read  as  fol lows : 

63  "(1)  GENERAL  RULE.  —    The  expenses  paid  or  incurred  by  an 

64  employer  for  a  group  health  plan  shall  not  be  allowed  as  a 

65  deduction  under  this  section  if  — 

66  "(A)    the  plan  differentiates  in  the  benefits  it 

67  provides  between  individuals  having  end  stage  renal  disease 

68  and  other  individuals  covered  by  such  plan  on  the  basis  of 

69  the  existence  of  end  stage  renal  disease,  the  need  for 

70  renal  dialysis,  or  in  any  other  manner. 
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1  "(B)    the  employer  (1)  purchases  group  health 

2  insurance  coverage  from  an  insurer  writing  expense  incurred 

3  health  insurance,  a  hospital  or  medical  service  plan 

4  corporation,  or  a  health  maintenance  organizations,  which 

5  is  not  participating  in  a  qualified  pooling  association  in 

6  any  state  in  which  the  employer  allocates  group  health  plan 

7  expenses  (provided  that  such  a  pool  has  been  established 

8  and  is  in  operation  in  such  state),  or  (2)  otherwise 

9  provides  a  health  benefit  plan  to  its  employees  and  is  not 

10  itself  a  member  of  a  qualified  pooling  association  in  any 

11  state  in  which  the  employer  allocates  group  health  plan 

12  expenses." 

13  (b)    EFFECTIVE  DATE.    The  amendments  made  by  this  section  shall 

14  be  effective  with  respect  to  taxable  years  beginning  after  December 

15  31,  1989. 
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PETER  F.  KELLY 


COMMISSIONER  i, 
CONNECTICUT  DEPARTMENT  OF  INSURANCE 
165  CAPITOL  AVENUE 
HARTFORD,   CT  06106 


Mr.  Chairman  and  Members  of  the  Health  Subcommittee,  my  name  is 
Peter  F.  Kelly,  and  I  am  the  Insurance  Commissioner  for  the  State  of 
Connecticut.     I  appreciate  the  opportunity  to  testify  before  the 
Subcommittee  today  and  discuss  briefly  Connecticut's  experience  with 
insurance  risk  pools. 

The  Connecticut  Comprehensive  Health  Care  plan  (CHCP)  was 
created  by  statute  in  1975,  and  was  the  first  insurance  risk  pool 
system  created  nationwide.     Under  our  CHCP,  every  insurance  carrier 
offering  health  insurance  in  Connecticut  shall,  as  a  condition  of 
transacting  health  insurance,  make  available  to  every  resident  of 
the  state  a  comprehensive  health  care  plan,  except  to  those  who  are 
sixty-five  years  of  age  or  older  and  eligible  for  medicare.  Each 
enrollee  shall  have  a  choice  of  a  low  option,  middle  option  or  high 
option  deductible.     The  amounts  of  the  respective  deductibles  may  be 
adjusted  yearly  to  correspond  with  the  change  in  the  medical  care 
component  of  the  Consumer  Price  Index.     The  current  deductibles  are 
$400,  $1,000  and  $1,500,  double  the  originals.     The  actual  selection 
of  the  deductible  is  made  by  the  individual  insured. 

Plans  may  be  made  available  through  participation  in  the  Health 
Reinsurance  Association,  or  a  residual  market  Association,  premiums 
charged  by  plans  other  than  those  offered  by  the  Health  Reinsurance 
Association  may  not  exceed  premiums  charged  by  the  Association. 

When  the  original  legislation  was  adopted  in  1975,  it  included 
a  provision  for  the  assessment  of  every  self-insurer  in  our  state. 
The  purpose  of  the  inclusion  was  to  expand  the  financial  base  for 
underwriting  any  losses  incurred  in  the  operation  of  the  plans.  A 
Federal  suit  in  the  Second  Circuit  determined  that  this  requirement 
violated  the  ERISA  exemptions  and,  as  consequence,  this  provision  is 
no  longer  an  applicable  part  of  the  law. 

There  are  two  major  providers  of  the  Comprehensive  Health  Care 
Plan  in  Connecticut:     the  previously  mentioned  Health  Reinsurance 
Association  (HRA) ,  and  Connecticut  Blue  Cross/Blue  Shield  (BC/BS). 
Initially,   the  premiums  charged  by  both  BC/BS  and  the  Association 
were  equal.     However,  as  loss  experience  developed,  BC/BS  was  able 
to  maintain  the  same  premium  level  while  the  Association's  premiums 
increased.     This  more  favorable  loss  experience  was  probably  due  to 
the  open  enrollment  carried-out  by  BC/BS  as  opposed  to  the 
restrictive  enrollment  of  individuals  not  otherwise  insurable  by  the 
Association. 

That  early  competitive  edge  enjoyed  by  BC/BS  has  tended  to 
diminish,  and  the  rates  are  now  approximately  equal.     Last  year.  The 
HRA  and  BC/BS  requested  and  received  approval  for  an  overall  rate 
increase  of  approximately  30  to  60%  .     When  the  program  was  first 
developed  by  the  Blues,   it  was  offered  as  simply  another  insurance 
program,  and  no  restriction  for  enrollment.     As  a  result,  there  was 
a  broader  base  of  insured,   including  a  fair  preponderance  of  good 
health  insurance  risks. 

The  major  reason  for  the  change,  and  the  more  comparable  rates, 
is  the  increase  in  losses. 
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Some  insureds  have  been  forced  to  drop  their  coverage  due  to 
the  increased  rates.     Others  have  taken  advantage  of  the 
continuation  rights  allowed  them  under  COBRA  wherein  they  can 
continue  their  group  coverage  after  they  leave  their  place  of 
employment  for  either  eighteen  or  thirty-six  months  depending  on 
circumstances.     These  conditions  have  led  to  a  diminishing 
population  of  insureds  under  the  Comprehensive  Plan.  Those 
remaining  in  the  plan  are  heavy  utilizers  of  services.     At  the 
present  time,  there  are  approximately  20,000  Connecticut  residents 
insured  under  the  Comprehensive  Health  Care  Plan. 

The  Plan  sustained  a  combined  operating  loss  in  1988  of 
approximately  $6  million  (Blue  Cross  $4  million  and  the  HRA  $2 
million).     Blue  Cross  estimates  that  its  losses  for  1989  will  be 
about  $7  million.     No  estimate  has  been  made  by  the  HRA.  The 
enabling  legislation  has  restricted  premium  charges  for  the  coverage 
to  150%  of  group  rates  for  similar  coverage.     In  spite  of  this 
restriction,  premiums  are  no  longer  affordable.     Coverage  for  a 
husband  and  wife  age  50-54  with  one  dependent  would  range  between 
$6,560  a  year  to  $8,672  a  year  depending  on  the  deductible  chosen. 
Af f ordability  is  the  primary  complaint  of  Connecticut  residents. 
Attached  as  Exhibit  "A"  is  a  schedule  of  premium  rates  currently 
being  charged. 

It  is  my  understanding  that  negotiations  are  currently  being 
carried-on  by  the  insurance  industry  and  employer  self -insurers  with 
an  aim  toward  removing  the  ERISA  exemptions  and  permitting 
self -insurance  participation  in  the  State  of  Connecticut.  This 
would  result  in  an  expansion  of  the  base  for  the  distribution  of 
losses  but  would  not  effect  the  problem  of  aff ordability .     It  would 
appear  that  the  plan  will  no  longer  be  a  viable  product  in  the  near 
future  due  to  its  cost. 

The  1989  session  of  the  Connecticut  General  Assembly  recognizes 
the  current  problems  of  health  insurance  aff ordability,  availability 
and  is  expected  to  pass  Senate  Bill  #341  which  is  attached  as 
Exhibit  B. 
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I  am  Dr.  John  Farrar.  I  am  Chief  of  Staff  of  the 
Veteran's  Hospital  in  Richmond,  Virginia,  but  I  am 
submitting  this  testimony  on  behalf  of  the  Digestive 
Disease  National  Coalition,   of  which  I  am  President. 


Mr.  Chairman,  diseases  of  the  digestive  system 
such  as  ulcers,  inflammatory  bowel  disease,  gallstones, 
and  cirrhosis  can  be  very  serious  and  can  require 
extended  medical  attention. 

Digestive  diseases  are  more  widespread  than  most 
people  are  aware.  More  than  20  million  Americans 
suffer  from  chronic  diseases  of  the  digestive  system. 
Over  14  million  cases  of  acute  digestive  diseases  are 
treated  in  this  country  annually,  and  one  third  of  all 
malignancies  are  digestive  relate(j.  They  rank  third 
among  illnesses  in  total  cost  in  the  United  States  and 
necessitate  25  percent  of  all  surgical  operations.  The 
total  economic  burden  for  digestive  diseases  is  close 
to  $50  million  annually.  These  illnesses  represent  one 
of  the  nation's  most  serious  health  problem  in  terms  of 
discomfort  and  pain,  working  hours  lost,  and  mortality. 

Therefore,  it  is  especially  of  concern  to  the 
Digestive  Disease  National  Coalition  that  sufferers  of 
digestive  disease  have  access  to  the  health  care  they 
need.  Medical  care  costs  for  digestive  disease  can  be 
very  expensive.  For  example,  parenteral  nutrition 
therapy  can  cost  $80,000  -  $100,000  per  year  per 
patient.  At  this  range,  lifetime  maximums  for  private 
insurance  can  be  reached  very  quickly.  Then,  there  is 
the  problem  of  not  being  insurable  because  of  a  pre- 
existing condition. 


Families  of  children  with  digestive  disease  face 
the  overwhelming  problem  of  escalating  insurance 
premiums.  However,  they  are  forced  to  maintain  the 
children  on  their  policies  as  they  could  not  afford  by 
themselves  the  much  higher  cost  of  medical  care. 

Lack  of  access  to  health  care  causes  many 
digestive  disease  sufferers  to  remain  on  the  "disabled" 
rolls  in  order  to  maintain  Medicare  coverage,  and  not 
lose  the  only  health  insurance  available  to  them. 


Mr.  Chairman,  state  risk  pools  may  not  be  the 
perfect  solution  to  the  health  care  crisis  in  this 
country.     But,   it  is  a  start  in  the  right  direction. 


Thank  you  for  the  opportunity  to  submit  this 
testimony . 
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The  Health  Policy  Coalition  is  a  group  of  employers 
organized  in  1988  to  provide  constructive  alternatives  to  the 
Nation's  health  care  problems,  and  to  critique  proposals  that 
are  well-intentioned  but  in  practice  are  likely  to  create  more 
problems  than  they  solve.     The  Health  Policy  Coalition 
respectfully,  and  vigorously,  opposes  Federal  Risk  Pool 
Legislation  of  the  type  and  for  the  reasons  set  forth  in  detail 
in  the  attached  correspondence  in  The  Wall  Street  Journal  ( see 
pp.  6-7). 

Federal  Risk  Pool  Legislation  poses  an  ominous  risk  of 
undermining  employee  and  other  existing  health  benefits,  and 
ignores  the  opportunity  to  implement  better  alternatives  that 
protect  and  enhance  health  benefits  for  all. 

At  bottom,  State  risk  pools  impose  hidden  payroll 
taxes  on  employees  through  the  mechanism  of  assessments  on 
employers  to  subsidize  losses.     Currently,  15  percent  of  the 
average  ?jnerican  worker ' s  compensation  goes  to  pay  for  health 
insurance.  Medicare  and  other  health  care  costs. 

The  practical  reality  is  that  assessments  on  employers 
for  State  risk  pools  are  merely  payroll  taxes  in  disguise.  We 
believe  that  15  percent  of  employee  compensation  going  to 
health  care  is  too  much,  and  should  not  be  increased  through 
hidden  payroll  taxes. 
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The  United  States  already  spends  50  percent  more  on 
health  care  than  any  other  comparable  country  in  the  world. 
Federal  Risk  Pool  legislation  perilously  pursues  the  path  of 
paying  even  more  for  health  care,  thereby  jeopardizing  the 
health  benefits  of  tens  of  millions  of  Americans  and  ignoring 
the  opportunity,  and  desperate  need,  to  pursue  better  value. 

As  Representative  Stark  has  stated,  "the  U.S.  hospital 
system  is  inefficient,  and  substantial  economies  in  overall 
costs  remain  possible."    Further,  he  said,  "We  can't  cure  the 
problem  (of  hospital  overcapacity)  solely  by  throwing  money  at 
it."    This  Legislation  will  perversely  punish  doctors  and  . 
hospitals  that  have  been  striving  to  become  more  efficient,  and 
reward  the  doctors  and  hospitals  that  have  not.     It  will 
perpetuate  inefficiency  by  encouraging  hospitals  and  other 
providers  to  pass  the  costs  of  inefficiency  onto  State  risk 
pools . 

Instead  of  worsening  the  problem  with  this 
Legislation,  the  Health  Policy  Coalition  proposes  a  more 
constructive  alternative:     the  "COSE  Bill,"  (see  pp.  4-5).  It 
includes  a  proposal  to  provide  increased  coverage  for  the  24 
million  working  Americans  and  their  families  who  presently  do 
not  have  health  insurance,  and  to  provide  broader  coverage  for 
uninsurables  through  a  reinsurance  mechanism  funded  by  the 
preemption  of  over  700  costly,  and  unnecessary,  state  mandated 
benefit  laws. 
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In  addition,  the  Health  Policy  Coalition  is  coiranitted 
to  developing  additional  proposals  that  will  capture  the  $150 
billion  now  being  spent  annually  on  unnecessary  medical  care. 
These  savings  can  then  be  used  to  soundly  provide  health 
benefits  to  the  uninsured  and  the  uninsurable,  and  protect  and 
expand  the  current  health  benefits  of  millions  of  Americans. 
These  proposals  will  be  premised  upon  three  neglected 
principles  of  opportunity: 

1.  Employee  Voice.     Give  employees  a  direct  voice  in 
how  much  of  their  compensation  goes  to  health  care.  They 
presently  have  virtually  no  voice. 

2.  Quality.  Improve  the  measurement  of  quality, 
which  employees  and  patients  can  use  with  their  doctors  to 
insure  they  receive  the  highest  quality  and  best  value  for 
their  health  care  dollars. 

3.  Incentive  Reform.     Change  the  incentive  system  for 
doctors  and  hospitals  so  that  doctors  and  hospitals  are 
rewarded,  rather  than  punished,  for  providing  better  value  to 
their  patients. 
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SMALL  EMPLOYER  HEALTH  INSURANCE 
AVAILABILITY  AND  AFFORDABILITY  ACT 
("COSE  Bill") 


Health  Policy  Coalition 
Charles  D.  Weller 
Jones,  Day,  Reavis  &  Pogue 
North  Point 
901  Lakeside  Avenue 
Cleveland,  Ohio  44114 
(216)  586-7254 


I .  Concept 

1.  The  unavailability  of  affordable  health  insurance  to 
small  employers  significantly  contributes  to  the  number  of 
uninsured  Americans.    Of  the  37  million  uninsured,  70%  are 
either  employed  or  dependents  of  employees,  and  most  of  the 
employees  wor)c  for  small  employers.     EBRI,  A  Profile  of  the 
Non-elderly  Population  Without  Health  Insurance  1 ,  5 ,  7  ( May 

1987)  . 

2.  The  Council  of  Small  Enterprises  (COSE)  of  the  Greater 
Cleveland  Growth  Association  has  acted  as  a  purchasing  group 
and  has  successfully  made  health  insurance  affordable  to  5,000 
small  employers  and  over  100,000  employees  and  their  dependents 
for  more  than  10  years.    COSE  has  no  restrictions  for 
dependents  and  fair  underwriting  rules  for  employees. 

3.  The  COSE  group  purchasing  program  for  small  employers 
"save[s]  about  35%  over  the  cost  of  comparable  coverage"  for 
its  small  employer  members.    The  Health  Insurance  Problem; 
Alternative  Strategies  to  Expand  Coverage  Among  Small  Business, 
p.  31  (Dec.  1987)  ("Alternative  Strategies"). 

4.  Over  600  state  mandated  benefit  laws  and  other 
restrictions,  in  addition  to  the  complexities  of  Section  89  of 
the  Internal  Revenue  Code,  impose  substantial  costs  that 
unnecessarily  prevent  small  employers  from  offering  health 
insurance  to  their  employees.     According  to  some  estimates,  9 
million  Americans  are  without  health  insurance  because  of  state 
mandated  benefits  alone.    Wall  Street  Journal,  p.  Bl  (Dec.  28, 

1988)  . 

5.  The  Small  Employer  Health  Insurance  Availability  and 

Af fordability  Act  will  make  a  major  contribution  to  the  problem 
of  37  million  uninsured  and  uninsurable  Americans  (a)  by 
encouraging  the  operation  of  small  employer  purchasing  groups 
like  the  COSE  program,  (b)  by  significantly  lowering  the  cost 
of  small  employer  health  insurance  through  efficiency.  Section 
89  simplification  and  exemption  from  non-essential  state 
restrictions,  and  (c)  without  any  federal  government  funds  or 
new  taxes. 
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II.  Legislative  Specifications 

1.  Define  "Small  Employers"  to  be  the  self-employed, 
businesses  with  less  than  500  employees,  and  governmental 
entities  with  less  than  500  employees. 

2.  Permit  purchasing  groups  of  small  employers  to  organize 
and  operate  nationally,  rather  than  be  limited  to  a  geographic 
area.     Alternative  Strategies,  p.   27.     Use  the  Risk  Retention 
Act,  15  U.S.C.  Sections  3901-06,  as  a  model,  including  recent 
proposals  to  allow  purchasing  groups  to  comply  with  a  single 
state's  rating  and  policy  form  requirements  and  to  have 
insurers  meet  sound  financial  standards.    Business  Insurance, 
p.  8  (Feb.  20,  1989). 

3.  Exempt  small  employer  health  insurance  plans  operated 
under  the  Act  from  state  mandated  benefit,  mandated  provider 
and  premium  tax  laws;  apply  the  savings  to  substantially  lower 
small  employer  health  insurance  costs  and  to  include  medically 
uninsurable  employees  and  dependents. 

4.  Simplify  Section  89  requirements  by  using  small 
employer  group  underwriting  requirements  that  accomplish 
Section  89 's  goals  of  eliminating  discrimination  and  expanding 
health  insurance  coverage. 

5.  Provide  a  100%  deduction  for  health  insurance  premiums 
of  the  self-employed.    Alternative  Strategies,  p.  29. 

6.  Make  each  small  employer  individually  responsible  for 
complying  with  ERISA's  reporting  requirements  and  COBRA'S 
continuation  of  health  insurance  provisions,  with  no  additional 
responsibility  or  liability  by  the  purchasing  group  or  other 
small  business  members  of  the  group. 

7.  Make  confirming  amendments  to  ERISA,  the  Internal 
Revenue  Code  and  the  Public  Health  Service  Act. 

8.  Eliminate  any  other  relevant  regulatory  obstacles. 
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Letters  to  the  Editor 


THE  WALL  STREETT  JOURNAL  WBDNBSDAY.  OCTOBER  14.  1987 


Snaky  Health  Insurance  Bills 


Muiy  employ»rj  wer»  iurpil»#d  lul 
yt«r  by  i  provuion  In  ih<  Budfei  R«oncll- 
liilon  Act.  ippropmieiy  nltrn^  lo  u  CO- 
BRA. Uiii  mindiirt  continuiilor  of  tm- 
ploytrprovM»d  h^^ll^■lnJur^n€^  cover- 
tft.  Your  Auf.  14  editorlil'P«(e  inicle 
■"Ifuunnj  All  Employfw  Could  Kill  iJx 
Comp«ny"  iJePU  yoyr  ntitn  lo  Uif  K*n- 
n«tfy  Mutdiif^  Minimum  Hftllh  Injur- 
utct  Mil  bui  faili  to  mention  thii  year's 
mo«t  lUefy  lerpenUne  wrprii*:  l/>»  Surt 
RUJi-PootiAf  Mil.  TV  RUk-PwIinf  Mil  ts 
p»rt  e<  IWJ  ytir  j  Biidri  Recooclllitlor 
Act,  vtd  pcxentJtJ  to  mUit  OOBRA 
took  UJu  I  rtn«r  sntxt. 

Tbt  (cooomK  Mi«  o<  the  Stark  RJik- 
Poolinr  WU  tt  w«U-hitM«n  but  ubduiUal. 
TTw  MU  unendj  8RJSA  pr«mpOon  w 
Ihtt  iut«  ci/<  tsiablljh  fiiX  pooU  for  t^e 
unln(ur«d  »Ad  uniruunble.  mill  Icksm 
lubtMlud  by  boiJi  lnrwr»d  and  «lMn4ur»d 
employen.  Currenily  ERISA  prt-empu 
Rate  law*  Uiat  purport  to  rrqulre  lelf-ln- 
aured  employen  lo  jhare  In  ruk  pool 
lc«s«,  which  makej  mo«i  itaie  naii  pooli 
Unpractical. 

If  the  Surk  MM  Is  p&u«d.  whicfi  now 
appears  bjfhiy  likely,  the  mafniiude  of 
employers'  potential  eipojurt  If  every 
state  enacts  a  risk  poolinf  bill  and  every 
uninsured  American  U  Included  could 
reach  M  billion  annually  In  1H7  dollars. 
Stated  rrwre  directly,  ii  would  effectively 
ImpoM  a  »x  laji  on  employer  health  in- 


wnnce.  Bven  If  rUk  pools  covered  only 
onMMrd  of  the  urinjur»d.  employen 
would  effectively  face  a  10%  laji  or  their 
health  insurance  In  1X7  dollars.  In  addi- 
tion, state  risk  pools-like  Medicare  and. 
earlier.  Medicaid- will  raise  ihe  overall 
cost  of  health  care  and  ihus  Increii*  the 
direct  cost  of  health  insurvice  lor  em- 
ployeei  and  rtilrets. 

CHAUxa  0.  wcixB 
Aiiomey 

Oevelin^ 


THE  WALL  STREET  JOURNAL  FRIDAY.  OCTOBER  X.  1987 

Pooling  Health  Insurance 


I  would  like  10  respond  to  Charles  Wel- 
ler  s  letter  lOci.  Mi  opposmf  sine  healih 
insurance  ntk  pools.  Tifieen  states  have 
puMd  health  insurance  nsk  pool  lersli- 
tion  and  nine  such  pools  art  currenily  op- 
erational. The  other  six  state  pools  art 
Hated  to  beri  In  IW  Insurance  will  bf 
available  to  several  thousand  ptoplf  wtw 
■rt  medically  unlnfwraM*. 

It  makes  food  sense  lo  provide  access 
10  health  Insurance  for  people  who  can't 
buy  II  because  no  Insurance  company  will 
sell  them  a  policy.  The  sine  health  Insur- 
ance risk  pools  are  very  similar  In  concept 
10  the  uninsured  rtwtortjt  propams  iful 
all  sutes  now  have. 

My  lefislaiive  proposal  doesn't  amend 
ERISA  nor  does  It  pre-empt  state  law  as 
he  claims.  The  proposal  simply  cremes  in- 
centives for  siaies  lo  establish  health  In- 
surance risk  pools,  ir  a  state  decides  lo  *s- 
jabllsh  a  pool  then  all  larfe  employers,  n- 
rardlew  of  whether  or  not  they  provide  In- 
surance to  their  employees,  help  fund  the 
loues  o(  the  rUk  pool  If  the  prtmlumt 
charred  don't  cover  the  expenses  of  pr» 
vidinf  the  Insurance.  The  healih  Insurance 
proposal  IS  paiieme^  afier  ConnKilrui's 


prorram,  which  hu  been  Ifi  ulfumce 
since  ir». 

Currently,  losses  In  the  cxlsunj  pools 
have  ranged  from  lero  to  an  averaft  of 
under  a  million  a  year.  One  sun  experi- 
enced •  ton  of  tt  mllllofi  lait  yttr.  Tlus  it 
I  far  cry  rrwn  ihe  i*0  MIIIod  UM  vrlier  al- 
ludes 10  u  •  pouiMe  cox  10  employen. 
Even  If  kJI  SO  lUto  tzpcrieaeod  Um  cur- 
rent kifti  lou  of  tl  million,  v*  art  mil 
Ulkinf  tboul  only  t  rtlallvety  imtJI  ti- 
penM  when  spread  oul  amon;  aj:  cm- 
pioyen  with  K  or  rrwre  empJoyees  Ui  the 
M  states,  u  the  lefUlaUon  uiU  for. 

The  bottom  line  U  that  about  1%  of  the 
U.S.  population  can't  buy  heaJth  Innrvxt 
for  love  or  rr>ooey  becaiue  of  fT)edlcaJ  eofl- 
dltlofu.  The  health  iruura/vce  industry 
doesn't  want  lo  touch  them  because  they 
are  potentially  very  eofily  t«  insure. 

Risk  pools  previa  an  err>cleni  and  csr- 
effecUve  way  lo  proyWe  icces  to  fnetfeaJ 
care.  The  eurrtnt  iy»lem  is  neither  effl- 
eleni  rtonerfKUve,  4Ad  hu  eoft  wmt  poo- 
pie  their  live*. 

Rw.  FiwTNfY  H.  $TA«  (D.,  Calif.) 
Chairman,  Subcommittee  on  HeafiJi 
Commliief  en  Wiyt  lAd  Means 
WAshinron 
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THE  WALL  STREET  JOURNAL  THURSDAY.  NOVEMBER  19.  1987 


Stark  Health  Risk  Pools 


Rep.  Stark's  Oct.  30  letter  and  the  re- 
cently available  text  of  his  Slate  Risk-Pool- 
ing bill,  passed  by  the  House  in  its  budget 
reconciliation  bill,  confirm  rather  than 
calm  my  concerns  (Oct.  14,  letter.  "SnaJcy 
Heakh  Insurance  Bills"). 

First,  the  Stark  Bill  forces  employers 
into  sub.sidizing  the  losses  of  state  heaJth 
insurance  risk  pools  by  imposing  a  large 
tax  if  they  don't  participate:  5%  of  gross 
wages  annually.  ERISA  pre-emption  cur- 
rently protects  employers  from  being 
forced  into  subsidizing  state  risk  pools. 
This  protection  would  In  fact  end  if  the 
•Siark  bill  is  enacted. 
-  Second,  as  to  the  cost  of  the  Stark  bill  to 
employers.  Rep.  Stark  estimates  the  cost 
<as  "a  relatively  small  expense"  of  up  to 
UOO  million  annually  (50  states  at  $8  mil- 
lion each)  vs.  my  $40  billion  annual  esti- 
mate. Rep.  Stark's  letter  actually  shows 
that  my  estimate  is  conservative,  since  it 
clearly  states  his  bill  is  intended  to  cover 
at  least  the  1%  of  the  U.S.  population  that 
is  medically  uninsurable.  The  losses  asso- 
ciated with  two-and-a-half  million  medi- 
cally uninsurable  people  alone  easily  can 
Teach  $16,000  each,  that  is,  $40  billion. 
AIDS  patients,  for  example,  are  classic 
candidates  for  stale  risk  pools,  and  the  an- 
nual costs  for  treating  a  single  patient 
range  from  S23,000  to  $€2,000. 

More  simply  and  dlrectlyt  the  order  of 
magnitude  of  the  cost  to  employers  of  the 
SUrk  bill  is  indicated  by  the  level  of  the 
tax  set  in  the  bill  itself>S%  of  an  em- 


ployer's gross  wages  annually.  Under  the 
Stark  bill,  that  is  the  only  limit  on  the 
amount  employers  will  have  to  pay. 

Third,  there  is  nothing  In  the  bill  to  en- 
sure risk  pools  are  "an  efficient  and  cost- 
effective  way  to  provide  access  to  medical 
care"  as  Rep.  Stark  asserts  In  his  letter. 
Remarkably,  there  are  even  fewer  cost- 
conialnment  measures  in  the  Stark  bill 
than  In  the  Medicare  and  Medicaid  pro- 
grams, which  have  been  plagued  with  high 
inflation  since  their  inception. 

Fourth,  I  agree  with  Rep.  Stark  that  we 
must  address  the  problem  of  the  unin- 
sured. However,  the  U.S.  already  spends 
more  of  its  gross  national  product  on 
health  care  than  any  country  in  the 
world -even  those  that  provide  universal 
access  to  health  care.  The  problem  Isn't  so 
much  the  amount  of  money  available  but 
the  wasteful  way  we  spend  It. 

In  summary,  the  Stark  bill  is  bad  public 
policy  because  It  Imposes  staggering  po- 
tential costs  on  employers;  it  undercuts 
the  ability  of  American  employers  to  com- 
pete in  world  markets;  it  Jeopardizes  exist- 
ing health-insurance  coverage  for  em- 
ployees, retirees  and  the  poor,  and  It  Ig- 
nores the  pressing  need  to  develop  innova- 
tive and  disciplined  approaches  to  health 
care  if  the  country  is  to  have  any  hope  of 
meeting  the  health-care  needs  of  the  nation 
as  we  move  into  the  21st  century. 

Charles  D.  Weuxk 

Cleveland 
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RECORD  COMMENT 

JOHN  J.  MOTLEY  III 
DIRECTOR 
FEDERAL  GOVERNMENTAL  RELATIONS 

OF  THE 

NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS 


On  behalf  of  the  over  570,000  members  of  the  National 
Federation  of  Independent  Business   (NFIB)  ,  I  would  like  to 
ha(/e  these  brief  comments  admitted  to  the  record  of  the 
May  25,  1989  hearings  regarding  state  risk  pools  for  the 
uninsurable.     NFIB  represents  small  and  independent 
businesses  nationwide.     Ihe  business  activities  of  our 
members  parallel  the  Standard  Industrial  Classification 
Codes  for  the  general  American  business  community. 

NFIB  conducts  numerous  ongoing  polls  and  surveys.  Of 
note  in  the  area  of  health  insurance  and  care  are  our  1978 
National  Health  Insurance  Report  and  Small  Business,  and 
our  1985/1986  Small  Business  Employee  Benefits.  A~third 
comprehensive  follow-up  is  currently  being  tabulated  and 
will  be  provided  to  the  Committee  in  the  near  future.  For 
your  reference  a  copy  of  the  questionnaire,  sent  to  a 
randomly  generated  sample  of  small  businesses,  is 
attached.     These  comprehensive  studies,  as  well  as  our 
regular  polling,  have  given  NFIB  researchers  a  solid  data 
base  upon  which  to  make  well -reasoned  judgments  concerning 
the  problems  small  businesses   face  in  the  area  of  health 
insurance . 

A  consistent   finding  of  our  research  is  that  the 
number  one  problem  for  small  businesses  is  the  cost  of 
health  insurance.     This  conclusion  was  evident  in  1986 
when  out  of  seventy-five  issues  polled  (from  taxes  to 
unemployment  compensation  to  utility  rates) ,  the  cost  of 
health  insurance  ranked  number  one        even  above  liability 
insurance,  which  at  that  time  was  in  a  crisis  state.  The 
problem  with  the  cost  of  health  insurance  continues  to  be 
a  top  problem  in  1989. 

To  turn  to  the  issue  at  hand,  state  risk  pools   for  the 
uninsurable,  small  business  owners  traditionally  dislike 
risk  pools   for  several  reasons,  namely: 

1.     A  widespread  belief,  bolstered  by  the  losses  state 
risk  pools   for  the  uninsurable  are  currently 
incurring,  tliat  risk  pools   are  an  uncontrollable  blank 
check.     These  losses  will  send  or  already  'lave  sent 
many  state  legislatures  to  tie  business  community  for 
funding . 

Tae  nagnicude  of  Ciese  losses  and  t'le  subsidization  of 
tiie  risk  pool  by  tae  business  community  jeopardize  t!ie 
solvency  of  small   firms.     This  reality  was  recognized 
by  New  Mexico  officials  when  that  star.e's  risk  pool 
was  established.     New  Mexico  has  33,000  employers,  of 
which  less  than  2,500  employ  more  than  25  people.  The 
state's  high  concentration  of  small  firms  ensured  that 
the  state  pool  would  be  solely  subsidized  by  its 
participants . 
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While  many  New  Mexico  employees  are  required  to 
contribute,  that  contribution  contains  3  important 
limitations:     the  firm  must  be  providing  insurance 
already;  the  high-risk  employee  chooses  to  join  the 
risk  pool  and  the  contribution  is  limited  to  the 
amount  paid  in  behalf  of  employees  covered  under  the 
firm's  plan. 

The  Employee  Retirement  Income  Security  Act  (ERISA) 
ensures  that  an  inequitable  and  discriminatory  burden 
is  borne  by  non-self  insured  firms.     This  results  in 
penalizing  smaller  business,  given  the  economic 
disadvantage  they  face  in  being  able  to  self -insure. 
Not  surprisingly,  our  data  indicate  that  less  than  4% 
of  the  small  businesses  are  self  insured. 

Being  self-insured  does  provide  many  advantages  to 
larger  firms: 

First,  self-insured  firms  are  able  to  avoid  the  costly 
burden  of  state  health  insurance  mandates.  Several 
studies  have  shown  that  state  mandates  drive  up  the 
cost  of  health  insurance  and  increase  the  number  of 
uninsured  individuals   --  conclusions  that  should  not 
be  surprising  when  in  states  like  Maryland,  no  health 
insurance  policy  can  be  bought  unless  it  covers  32 
specialties  such  as  nurse  midwives ,  podiatry,  and 
chiropratic  care.     Such  disease-  or  profession- 
specific  coverages  drive  up  the  cost  of  health 
insurance  and  prohibit  the  offering  of  affordable 
"barebones"  insurance  policies. 

Second,  self-insured  employers  are  also  able  to  avoid 
risk  pool  assessments.  If  a  state  chooses  to  fund  its 
risk  pool  through  an  assessment  on  employers ,  ERISA 
mandates  that  the  assessment  must  be  borne  by  the 
non-self  insured  employers   --  the  majority  of  whom  are 
small  businesses. 

Third,  self  insurance  may  increase  the  potential  for 
adverse  selection  and  the  cost  borne  by  small  firms 
left  behind  in  the  marketplace. 

The  solution  is  to  give  all  firms  the  same  ad/antages 
currently  enjoyed  by  large,  self-insured  firms.  The 
first  step  would  be  to  preempt  state  healtri  insurance 
mandates  so  as  to  encourage  the  development  of 
bare -bones  policies. 

Small  business  owners   fear  that  state  risk  pools   are  a 
springboard  to  a  national  health  insurance  or  a 
mandated  program,  both  of  which  are   fraught  with 
proolems.     If  tne  Conraittee's  proposal  remains  limited 
to  state  risk  pools   for  the  uninsurable,  as  we  believe 
it  should,  NFIB  urges  you  to  empower  states  wifn  great 
flexibility  to  shape  and  administer  its  pool  to  meet 
its  population  needs.   NFIB  also  urges  you  to  avoid 
subsidized  pools  and,  in  the  alternative,  direct  that 
subsidies  come  from  general  rev/enues  rather  than 
special  assessments.     To  do  otherwise  places  a  huge 
and  inequitable  burden  on  small  businesses. 
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NFIB  does  not  support  the  subsidization  of  risk  pools 
throug^  the  employer  community.     Providing  insurance 
for  uninsurable  or  uninsured  individuals  is  a  social 
policy  decision  that  should  be  paid  for  through 
general  revenues . 

Further,  an  increase  in  payroll  taxes  is  an 
unacceptable  alternative  to  avoid  the  problems  with 
ERISA  (or  with  the  uninsured  problem  for  that 
matter) .     Payroll  taxes  create  new  taxes  on  employment 
and  Jobs ,  tnereby  recreating  an  imbalance  in  the 
after-tax  cost  of  an  employee  as  opposed  to  the 
purchase  of  new  capital  equipment.     There  exists  the 
real  possibility  that  the  imbalance  will  promote 
renewed  pressure  for  incentives  to  purchase  capital 
equipment.  The  total  burden  of  payroll -based  taxes  far 
exceeds  the  net  burden  of  combined  federal  and  state 
income  and  property  taxes. 

CONCLUSION 

Small  firms  are  at  a  distinct  disadvantage  in 
obtaining  affordable  health  insurance.  The  federal 
government  has  erected  a  whole  host  of  barriers  that  help 
drive  affordable  coverage  beyond  their  means.    One  example 
is  the  tax  code  inequity  between  incorporated  businesses 
and  the  self-employed  business  owners  and  farmers  that 
only  permits  the  latter  a  25%  deduction  for  the  cost  of 
health  insurance  (at  least  through  the  end  of  this  year). 
Over  22. 4X  of  tne  self-employed  are  without  insurance,  and 
these  very  same  businesses  make  up  over  60%  of  this 
country's  business  community.    Another  concern  is  ERISA 
and  some  of  the  problems  outlined  above. 

The  marketplace  is  also  biased  against  smaller  firms. 
The  Small  Business  Administration  states  that  the 
insurance  carrier's  administrative  costs  for  a  small  firm 
is  25<i  of  every  dollar  versus  only  5<^  for  a  large  firm. 
These  costs,  coupled  with  high  marketing  costs,  unique 
problems  associated  with  the  start-up  firms,  and  the  lack 
of  negotiating  power  or  experience  of  a  small  business 
owner,  creates  a  hostile  market.     Add  on  top  of  that 
health  care  inflation  double  that  of  consumer  inflation 
and  it  is  no  wonder  that  the  cost  of  health  insurance  is 
the  number  one  problem  of  small  firms. 

NFIB  will  continue  to  share  its  thoughts,  concerns  and 
data  with  this  Committee.     We  look  forward  to  working  with 
you  to  develop  a  solution  that  goes  to  the  heart  of  the 
problem        the  cost  of  health  care  in  this  country. 

0208x 
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1.  Cost  of  Health  Insurance 


Statittic:    Surprisingly,  the  cost  of  health  insurance 
ranked  a»  the  niimber  one  concern  for  small  business, 
despite  a  costly,  long-term  problem  with  liability 
insurance  availability  and  cost.     Out  of  78  polled  issues, 
this  issue  has  proven  to  be  a  top  small  business  problem. 

Source:  Small  Business  Problems  &  Priorities,  William 
J.  Dennis,  NFIB,  Institute  for  Enterprise 
Ad vane  ement  (1986). 


2.  Increased  Employee  Health  Coverage 


statistic:     In  1985,  over  65%  of  small  businesses 
provided  health  insurance  coverage  to  at  least  some 
full-time  employees.     This  is  a  significant  increase  (87.) 
from  a  similar  survey  conducted  only  seven  years  earlier. 
The  evidence  consistently  indicates  that  small  firms  offer 
coverage  once  the  firm  matures  and  begins  to  be 
profitable.     This  maturing  process  usually  is  one  to  three 
years . 

Since  1940,  the  percentage  of  the  general  population 
covered  under  employer-provided  health  insurance  plans  has 
increased  from  40%  to  over  84%.     This  incredible  growth 
has  accommodated  the  influx  of  baby  boom  and  female 
workers  in  the  marketplace. 

In  addition,  small  employers  are  not  following  the 
current  trend  to  restrict  dependnet  coverage.     Small  firms 
generally  offer  dependent  care  coverage,  at  no  additional 
cost  to  the  employee. 

Source:  Small  Business  Employee  Benefits,  NFIB 

Foundation,  December  1985.  Congressional 
Research  Service,  May  1988. 


3.  Average  Cost  of  Health  Insurance 


statistic:    The  cost  of  health  insurance  has 
dramatically  increased  over  the  past  decade.     The  average 
firm  purchasing  insurance  spent  approximately  $838  in 
1978,   $1766  in  1985,  and  S1836  in  1987  mean  monthly 
premium.     In  1988,   individual  NFIB  members  have  complained 
of  increases  from  20%  to  300%  in  just  one  year. 

Source:   Small  Business  Employee  Benefits.  NFIB 
Foundation,  December  L935 . 
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4,  Burden  of  Health  Insurance 


Health  insurance  accounted  for  nearly  757.  of  total 
voluntary  benefits  provided  by  small  businesses  in  1985. 
The  cost*  of  providing  health  insurance  consumed  between  2 
and  5Z  of  the  gross  sales  receipts  for  small  firms.  This 
represents  a  substantial  burden,  particularly  in  those 
firms  which  show  little  or  no  year-end  profits. 

Source:  Small  Business  Employee  Benefits.  December 
1985  (NFIB  Foundation). 


5.  Higher  Insurance  Costs  For  Small  Firms 


statistic:     Small  firms  experience  up  to  40%  higher 
premium  costs  relative  to  larger  firms.     This  disparity  in 
costs  can  be  attributed  to  four  major  factors: 

1)  prevalent  adverse  selection  due  to  the  firm  size; 

2)  high  marketing  and  administrative  costs  which 
make  smaller  firms  poor  prospects; 

3)  little  or  no  experience  rating  due  to  size  and 
pre-maturity  of  the  firm  making  small  firms  a 
high  risk;  and 

4)  economies  of  scale. 

Source:  Small  Business  Administration. 


6.  Benefit  Differential:  Small  Firms  Receive  Less 


studies  indicate  that  of  each  $100  paid  in  premiums, 
smaller  firm  employers  and  employees  only  derive  $75  in 
benefits  whereas  the  large  firm  gets  a  $95  return  on  its 
investment.     This  may  result  from  the  lower  costs  for 
administrating  and  marketing  large  plans  coupled  with  an 
economics  of  scale. 


Source:  Small  Business  Administration. 


7.  Dependent  Health  Care  Coverage 


statistic:     Well  :ver  S6X  of  health  insurance  plans 
offered  in  small  firr.s  :?. med  an,£ption  for  dependent 
coverage  and  only  3%  :f  -.he  smai?'' dus ines ses  indicated 
that  no  dependent  r ?.ze  './as  available.     This  propensity 
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to  offer  the  more  costly  family  plans,  rather  than  simply 
individual  plans,  was  consistent  across  all  size  groups  in 
the  small  business  community. 

Soutct:  Small  Business  Employee  Benefits.  NFIB 
Foundation,  December  1985. 


8. Obligation  To  Provide  Health/Insurance 


statistic:     89Z  of  small  business  owners  do  not 
believe  that  it  is  a  responsibility  of  the  employer  to 
provide  health  insurance  to  their  employees.  Small 
business  owners  view  health  insurance  as  a  fringe  benefit, 
and  competitive  necessity,  not  an  obligation.  Despite 
this,  it  is  the  second  most  commonly  offered  fringe 
benefit,  behind  only  paid  vacation  time  in  the  benefit 
hierarchy. 

Source:  Mandate  #470,  April  1988  (7%  favor,  S9X 
against,  4%  undecided) . 


9.  Difficulties  for  Small  Business  in  Providing  Insurance 


statistic:     The  most  commonly  cited  reasons  for  not 
providing  coverage  or  expanding  coverage  included: 

1.  expense  of  policies, 

2.  low  firm  profitability, 

3.  cost  and  difficulties  associated  with  research- 
ing policies.     Small  firms  typically  do  not 
have  benefit  managers,  leaving  this  task  to  the 
owner , 

4.  employees  covered  under  a  spouse  or  parent  pol- 
icy, 

5.  employee  turnover  too  great, 

6.  can't  qualify  for  a  group  policy. 


10,  Handated  Health  Benefits 


Statistic:     The  1986  White  House  Conference  on  Small 
Business,  consisting  of  over  1800  delegates  from  every 
state,  adopted  a  resolution  proclaiming: 

"There  should  be  no  government  mandated  employee 
benefits,  such  as  employer-paid  health  benefits, 
parental  leave,  etc." 

This  resolution  -as  -he  number  two  priority  of  the 
conference,  second  oniy  to  the  cost  and  availability  of 
liabilitv  insurance. 
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Source:  1986  White  House  Conference  on  Small  Business. 


11.  State  Health  Insurance  Handates 


Statistic:    There  are  over  686  state  mandates  (up  from 
a  mere  30  in  1970)  in  the  health  insurance  area  alone  — 
with  all  states  mandating  at  least  one  benefit.    The  most 
common  number  is  6  to  10. 

In  Maryland,  for  example,  twenty  nine  specific 
benefits  must  be  provided  or  covered  under  health 
insurance  policies  offered  by  businesses. 

Maryland  State  Mandates 

*Services  of  all  licensed  health  professionals 

^'Services  of  nurse  anesthetists 

*Services  of  nurse  practitioners 

*Services  of  physical  therapists 

*Services  of  psychologists 

*Services  of  psychiatric  nurses 

-'Services  of  social  workers 

*Services  of  optometrists 

*Services  of  podiatrists 

*Services  of  chiropractors 

*Services  of  osteopaths 

*Coverage  of  treatment  for  chemical  dependency, 

including  alcoholism  and  drug  abuse 
-'Coverage  of  treatment  for  mental  or  nervous 

conditions 
"Coverage  of  mammography  screenings 
-'Coverage  of  orthotic  and/or  prosthetic  devices 
"Coverage  of  cleft  palates 
"Coverage  of  maternity  expenses 
"'Payment  of  home  health  care  and  hospice  care 
"'Payment  for  a  second  medical  opinion 
"'Coverage  of  invitro  fertilization  expenses 
"Reimbursement  for  services  at  a  state  hospital  or 

state-approved  community  mental  health  program 

(public  institution) 
♦Coverage  of  other  health  centers 
♦Reimbursement  for  preventive  care  for  children/ 

infants 

♦Coverage  of  dependent  students  and  adopted  child- 
ren 

*Coverage  of  newborns 
^Coverage  for  conversion  privilege 
"Coverage  of  the  continuation  for  dependents 
"Coverage  of  the  continuation  of  employees 
"Catastrophic  coverage 

The  above  is  not  atypical.     Some  states  have  enacted 
health  mandates  that  are  even  more  expansive.  Minnesota 
mandates  coverage  of  hair  pieces,  two  states  mandate 
coverage  for  the  cost  of  herbal  treatments,  and  five 
states  even  mandate  co'.-eraze  for  in  vitr:  fsrt  ilizat  ion . 
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The  number  two  recommendation  of  the  White  House 
Conference  on  Small  Business  included  language  urging  the 
Congreti  to  prohibit  the  state  from  mandating  employee 
benefit!. 

Theft  state  mandates  drive  up  the  cost  of  health  plans 
and  make  it  illegal  for  insurance  companies  to  offer 
affordable  "bare  bones"  or  no-frills  plans.    The  National 
Center  for  Policy  Analysis  (NCPA)  estimates  that  as  many 
as  one  out  of  every  four  uninsured  people  lack  health 
insurance  becuase  state  regulations  have  increased  the 
price  of  insurance. 

Source:  NFIB  Maryland.     1986  White  House  Conference  on 
Small  Business.     State  Mandated  Benefits.  Blue 
Cross  and  Blue  Shield,  August  1988.  Freedom 
of  Choice  in  Health  Insurance.  NCPA,  November 
1988. 


12.  COBRA  Benefits 


Statistic:     COBRA  requires  employers  to  provide  health 
insurance  coverage  to  laid-off  or  former  employees,  their 
spouses  (or  former  spouses),  and  dependents.    During  the 
100th  Congress,  most  major  pieces  of  health  legislation 
attempted  to  mandate  paid  COBRA,  and  the  House  Technical 
Corrections  Tax  Act  initially  contained  a  provision  to 
expand  COBRA  coverage  to  pre-existing  conditions. 

COBRA  intensifies  the  adverse  selection  problems 
common  in  a  small  firm  driving  up  the  costs  of  insurance 
and,  sometimes,  even  jeopardizes  continued  coverage  with 
the  current  carrier.    Paid  COBRA  would  add  a  further 
substantial  financial  burden. 

921  of  small  business  owners  do  not  support  COBRA. 

Source:  Mandate  #467,  September  1986  (57.  favor,  927. 
against,  5Z  undecided). 


13.  State  COERA  Laus 


Statistic:    Federal  COBRA  does  not  preempt  similar 
state  legislation.    If  the  states  provide  more  generous 
COBRA  provisions,  those  provisions  remain  in  effect 
despite  the  shorter  or  less  generous  federal  COBRA 
provisions . 
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At  least  40  states  require  extension  of  health 
insurance  benefits  to  at  least  some,  if  not  all,  classes 
of  former  employees  and/or  their  dependents. 

Sourc«:  NFIB  State  Research  Department,  Employers 

Handbook  Mandated  Health  Benefits.  Thompson 
Publishing  Group. 


14.  Uninsured  Sole  Proprietors 


statistic:    Approximately  24Z  of  all  self-employed 
workers  were  uninsured  in  1985.     Collectively,  they 
represent  approximately  16%  of  the  total  uninsured 
population. 

The  number  of  sole  proprietorships  and  partnerships 
without  employer-provided  health  insurance  covers  roughly 
3.3  million  owners  and  22.7  million  workers. 

The  primary  reason  for  this  lack  of  health  coverage 
can  be  traced  to  a  disparity  in  the  tax  laws. 
Incorporated  firms  are  able  to  deduct  100%  of  their  health 
insurance  premiums  whereas  the  self-employed  individual  is 
only  able  to  deduct  25%. 

Source:  Small  Business  Employee  Benefits.  NFIB 

Foundation,  December  1985.    Employee  Benefits 
Research  Institute  (EBRD  data. 


15.  Self -Insurance  and  HMOs 


statistic:     Despite  the  obvious  benefits  of 
self-insurance,  including  state  mandate  preemption,  only 
4%  of  small  business  owners  opted  for  this  alternative 
compared  to  50%  of  all  businesses.     In  addition,  only  3% 
used  HMOs  as  a  means  to  control  costs. 

Source:  Small  Business  Employee  Benefits,  NFIB 
Foundation,  December  1985. 


16.  Employee  Tax  Exemption  for  Health  Insurance 


statistic:     Small  business  employers,  by  a  margin  of  4 
to  1,  support  retaining  the  current  tax  exemption  for 
health  insurance.     Employers  are  overwhelmingly  opposed  to 
having  the  value  of  those  premiums  considered  income  for 
the i r  employees . 

Source:  Mandate  ^^73,  December  1988  (SLZ  favor.  15% 
against,   ->■''■  urj.ecided) 
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The  Uninsured — A  Problem? 


Providing  health  insurance  is  much  more  costly  for  a  small  business  than  for  a  large  busi- 
ness. Out  of  75  issues  polled  in  a  1986  survey  the  cost  of  health  insurance  ranked  as  the 
number  one  problem  facing  a  small  business.  Subsequent  surveys  indicate  that  this  con- 
cern remains  at  the  top. 

Rapidly  rising  costs  are  the  disease,  and  the  increased  number  of  uninsured  individuals 
are  the  symptoms.  Cost  containment — making  health  insurance  premiums  affordable  for 
businesses — would  go  a  long  way  toward  solving  the  problem  of  the  uninsured. 


Repeal  Section  89-  One  of  the  effects  of  this  tax-code  provision  has  been  to  drive  up 
the  costs  and  administrative  burden  of  providing  health  insurance  to  such  an  extent  that 
many  small-  and  mid-sized  firms  are  simply  dropping  their  plans  rather  than  attempting 
to  comply  with  the  tangle  of  complex  anti-discrimination  tests. 

Repeal  COBRA.  This  once-touted  "cost  neutral"  plan  has  turned  into  an  expensive 
proposition.  Under  the  Consolidated  Omnibus  Budget  Reconciliation  Act,  former  em- 
ployees— to  continue  coverage  for  themselves  and  their  dependents — pay  102  percent 
of  the  premiums  for  18  to  36  months.  The  increased  adverse  selection  and  risk  associ- 
ated with  the  continued  coverage  has  made  this  benefit  expensive  for  small  firms.  NFIB 
members  indicate  that  COBRA  has  driven  up  the  costs  of  their  health  plans  for  current 
employees  as  much  as  300  percent,  and  some  firms  have  seen  their  plans  dropped  by 
their  insurance  carriers. 

Increase  to  100  percent  the  deduction  for  the  self-employed.  The  tax  code  dis- 
criminates based  upon  the  form  under  which  a  business  is  organized.  Currently  self- 
employed  business  owners  can  deduct  only  25  percent  of  the  cost  of  their  health  insur- 
ance as  a  business  expense.  Less  than  40  percent  of  America's  businesses  are  organized 
as  corporations.  Approximately  20  percent  of  the  37  million  uninsured  could  benefit 
from  this  change  in  the  tax  code. 

Repeal  state  mandates.  Bypassing  state  health-insurance  mandates  would  permit  insur- 
ance carriers  to  offer  "bare  bones"  or  "no-£rills"  insurance  plans  to  small  businesses.  The 
American  Health  Insurance  Association  estimates  that  state  mandates  increased  health  in- 
surance costs  in  the  state  of  Maryland,  which  has  32  state  health  insurance  mandates,  20 
to  25  percent.  A  Texas  policy  group  estimates  that  one  of  every  four  uninsured  persons 
lacks  insurance  because  of  state  insurance  regulations,  primarily  state  mandates. 

For  more  information  on  these  pro-active  measures  to  increase  health  insurance  cover- 
age for  both  employers  and  employees,  call  NFIB,  the  National  Federation  of  Indepen- 
dent Business,  at  554-9000. 


NFiB's  Four-Part  Antidote 


NFIB 


National  Federation  of 
Independent  Business 


Suite  700 

600  Maryland  Ave.  S.W. 
Washington,  D  C.  20024 
(202)  554-9000 
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TESTIMONY 
OF  THE 

UNITED  OSTOMY  ASSOCIATIONr  INC. 


The  United  Ostomy  Association  (UOA)  has  as  its  special  concern  the 
provision  of  assistance  to  individuals  who  have  undergone*  or  will 
undergo  ostomy  or  related  surgery.    Such  surgery  may  be  necessitated 
by  a  number  of  conditionsr  chief  among  them  colorectal  cancer/  cancer 
of  the  urinary  bladder  and  inflamatory  bowel  diseases  (IBD)  such  as 
Crohn's  Disease  and  ulcerative  colitis.    The  United  Ostomy 
Association  has  an  enrollment  of  45 r 000  members  and  represents  a 
community  numbered  in  excess  of  700f000  former  patients. 

Demographically»  one  person  in  250  in  the  United  States  will  suffer 
from  a  condition  that  will  necessitate  some  form  of  ostomy  surgery 
during  their  life  span. 

At  a  United  Ostomy  Association  Board  of  Directors  meeting  held  August 
20r  1986»  a  motion  was  adopted  unanimously  endorsing  passage  of  the 
U.S.  Congressional  "Access  to  Health  Care  Act  of  1986"  and  any 
equivalent  future  Congressional  Acts. 

UOA  recognizes  that  there  are  an  estimated  35f000f000  Americans 
without  health  insurance.    While  this  is  normally  a  matter  of 
personal  choice*  it  ceases  to  be  so  when  a  person  is  diagnosed  as 
having  a  serious  or  chronic  disease.    After  such  a  diagnosis*  people 
with  these  pre-existing  medical  conditions  are  classified  as 
uninsurable*  "burning  barns"  so  to  speak*  people  guaranteed  to  incur 
losses*  and*  as  such*  are  denied  health  insurance  coverage*  at  any 
cost. 

With  the  exception  of  those  who  reside  in  one  of  the  15  States  that 
have  created  risk  pools*  these  people  are  being  penalized  for 
something  that  has  occurred  to  them*  beyond  their  control*  leaving 
them  without  an  acceptable  alternative.    The  Catch-22  to  this  is  that 
free*  all  inclusive  medical  care  is  available  to  everyone  through 
Medicaid.    But  a  working  person  must  be  financially  destitute  to 
qualify.  A  person  who  has  been  a  productive  member  of  society* 
perhaps  one  who  is  about  to  retire*  must  watch  his  resources  dwindle 
down  to  nothing  until  the  State  will  pay*  with  tax  revenue*  his 
medical  expenses. 

And  what  of  the  plight  of  the  young  person*  the  teenager  or  young 
adult  who  is  inflicted  with  a  debilitating  disease*  forced  to  spend 
their  life  facing  the  prospect  of  both  physical  distress  and 
financial  insecurity  and  ruin?      Many  of  our  members  and  potential 
members  find  themselves  in  this  situation  after  being  diagnosed  with 
IBD  or  cancer.    The  result  is  tragic!    Many  individuals  put  off  life 
saving  surgery  until  it  is  too  late*  resulting  in  great  physical 
suffering  and  premature  death. 

This  scenario  is  totally  unacceptable  in  this  country*  purportedly 
the  world  leader  in  health  care  and  in  "caring"  for  its  citizens. 

The  United  Ostomy  Association*  understanding  the  desperate  need*  is 
in  complete  agreement  with  the  establishment  of  state  risk  pools  to 
provide  health  coverage  for  uninsured  Americans  and  urges  the 
legislature  to  act  a  quickly  as  possible  to  eliminate  this  condition. 


June  8*  1989 
Kenneth  W.  Aukett 
Immediate  Past  President 
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